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ABSTRACT 
 
Over the past two decades, various development approaches and strategies have been 
devised by policymakers, international development agencies, nongovernmental 
organizations, and others aiming at poverty reduction in developing countries. Microfinance 
is a strategy that has become a hot development topic and increasingly popular since the 
early 1990s. A considerable amount of multi- and bilateral aid has been channeled into 
microfinance programs in the Third World with varying degrees of success. Microfinance 
involves providing financial services in the form of savings and credit opportunities to the 
working poor (Johnson & Rogaly, 1997). The impression left by many of the defenders of this 
‘faith’ is that here lies a magic bullet that can help to raise the living standards of the poor 
and help them climb out of poverty. However, the real world is not so simple and 
information is scarce and limited to confirm the poverty reduction benefits accrued by 
microfinance interventions. To this effect, it may be argued that overselling the benefits of 
microfinance runs the risk of misunderstanding what realistically can be expected from 
microfinance. This can lead to disillusionment when microfinance fails to live up to its 
expectations. However, like all development interventions, donors, governments, and other 
interested parties demand evaluations and impact assessment studies to ascertain the 
achievements and failures of microfinance programs. This research paper focused on the 
assessment of microfinance efficacy on poverty reduction. The study employs indicator-
based method of evaluation and draws on a new cross-sectional survey of nearly 610 
households, some of which are served by microfinance institution. The results unraveled 
microfinance efficacy on poverty reduction and offer another set of risk management and 
coping options in times of shocks and disasters. Households that have access to the MFI 
programs had increased consumption and durable assets than the control group of non 
clients. The study concludes that microfinance makes a meaningful contribution to poverty 
reduction, significant improvements in livelihood and enables the participants to escape 
poverty.  Therefore, MFI client households are relatively better off than non clients in as far 
as poverty levels are concerned.
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CHAPTER 1: INTRODUCTION AND CONTEXT 
 
1.0 Introduction 
Armendariz and Morduch (2010:2) argue that scores of doctoral dissertations, masters 
theses, and academic studies have now been written on microfinance. Some focus on the 
nontraditional contracts used to compensate for risks and to address information problems 
faced by the micro lenders. Others focus on microfinance as a way to better understand the 
nature of markets in low-income economies – with possible lessons for how to supply 
insurance, water, and electricity through markets rather than through inefficient state-
owned companies. Still others focus on the ways that microfinance promises to reduce 
poverty, fight gender inequality, and strengthen communities.  
However, despite the availability of such write ups, Brau and Woller (2004:28) note that the 
findings of the published studies that have studied the impact of microfinance programs vary 
considerably from study to study, suggesting that impacts are highly contextually specific. 
This study assesses microfinance efficacy on poverty reduction in Malawi. It is developed 
around the research question: To what extent, if any, does Microfinance result in poverty 
reduction?   
The study intends to critically analyze whether poverty is indeed reduced through 
microfinance as a strategy among microfinance clients, since at the heart of the idea of 
microfinance is the belief that poverty can be reduced and eventually eliminated through 
provision of credit to those too poor to access the formal financial system (Koveos 2004:70).  
The study relies on the premise that providing poor people with effective microfinance or 
financial services helps them deal with vulnerability and can thereby help reduce poverty.  
This chapter provides a general background to the study from both local and international 
perspectives. Statements of the question as well as the objectives of the study and the 
structure of the treatise are provided. 
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1.1 Background to the Study 
The provision of financial services dealing with very small deposits and loans (microfinance) 
and particularly the provision of microcredit have been increasingly acclaimed as effective 
means of poverty reduction (Johnson and Rogaly 1997:1) and an effective vehicle for women 
empowerment. Besides, microfinance has captured the imagination of academics, 
entrepreneurs, social activists, policy makers, development practitioners and researchers, 
among others, in ways that few other programs have (Leach and Sitaram 2002:575). The 
attraction has been on the lessons about banking through microfinance, as well as by the 
promise that microfinance banks and institutions hold for getting much needed resources to 
underserved populations in the quest for gender equality, community empowerment, and 
poverty reduction (Armendariz and Morduch 2010:2).  
The bet remains that access to microfinance can offer powerful ways for the poor to unlock 
their productive potential by growing small businesses. Increasingly, the focus is also on 
helping customers save for the future and create more stable lives. Furthermore, the 
microfinance institutions have raised people’s expectations on poverty reduction since 
poverty poses a threat to peace and results in denials of human rights (Mawa 2008:87).  
The United Nations (UN) points out microfinance as a critical anti-poverty tool for the 
poorest, especially women (Dakar, 2004), and declared the year 2005 as the International 
Year of Microcredit (Robinson 2001) thus, recognizing microfinance as an important strategy 
to realize and meet the millennium development goals -- halving the world’s poverty rate by 
2015 -- in particular (Nghiem 2009).  As a result, the microfinance industry has experienced 
rapid expansion worldwide and has been branded a success in delivering small loans to 
millions of people in developing countries who previously lacked access largely because of 
low income and limited assets normally required as collateral for bank loans  (Meyer and 
Nagarajan 2005: 167).  
According to the Consultative Group of Assistance to the poor, by the end of year 2007  the 
Microcredit Summit campaign had reports of 154.8 million microfinance clients (two thirds 
being women) served worldwide by over 3,350 microfinance institutions. 
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This is out of the estimated four billion people currently overlooked by the formal banking 
sector (Woolcock 1999:18). No wonder, the microfinance industry has received large 
amounts of funding in recent years from the major development agencies and banks --World 
Bank inclusive - to address poverty (Sitaram and Leach, 2002:575). The premise is simple. 
Rather than giving handouts to poor households, microfinance programs offer small loans to 
foster small-scale entrepreneurial activities (Morduch, 1998:1). Such credit would otherwise 
not be available or would be only available at the very high interest rates charged by 
moneylenders (who often charge as much as 10% per month). Moneylenders operate with 
little competition since potential entrants quickly find that costs and risks are high and 
borrowers are usually unable to offer standard forms of collateral, if any at all (Rashid and 
Townsend, 1993). For instance, Chipeta and Mkandawire (1991) quoted by Chirwa (2002) 
observe that interest rates in the informal financial market in Malawi range from 300 to 
1200 percent per annum, much higher than the interest rates in the formal financial sector. 
Coleman (1999) also notes that moneylenders in developing countries often charge annual 
interest rates of more than 100 percent.  
 
Aid grants and financing have flowed to support microfinance programs. Non Governmental 
Organizations (NGOs) have also incorporated microfinance in their health, education or 
gender equity programs. All this enveloped within a conviction that behind all microfinance 
programs, and indeed virtually all aid-financed interventions, lie changes in human behaviors 
and practices in ways that will lead to the achievement or raise the probability of 
achievement of desired outcomes (Hulme  2000: 81) such as poverty reduction.   
 
Unfortunately, despite efforts by various developing countries to reduce poverty and the 
proliferation of MFIs across the countries with series of exciting possibilities that 
microfinance industry presents for extending markets, reducing poverty, and fostering social 
change, poverty levels continue to remain high. In addition, microfinance has also presented 
a series of puzzles, many of which have not yet been widely discussed to the extent that 
knowledge about microfinance impacts is partial, contested and there is a paucity of a solid 
theoretical ground to allow one to analyze its effectiveness (Nghiem 2009). 
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Furthermore, previous studies on the relationship between access to microfinance and 
poverty reduction are anecdotal. Worse still, in Malawi poverty still remains the main 
development problem confronting the government since the transition from a single party 
dictatorship to a multiparty democracy in 1994 and the recent statistics show little hope of 
improvement in poverty and development such that 65.3%  of the population is poor and 
29% is barely surviving (Chirwa, 2002:1). 
 
By contrast, microfinance has been touted as the panacea to alleviating poverty, a cure so 
effective as to relegate poverty to museums where children in the future will go to learn 
what poverty once was (Patch, 2007:1). If the linkage between microfinance and poverty 
reduction is a strong one, why did Malawi fail to reduce poverty during the past decade in 
which access to credit might have improved? Such a question had to be posed as a 
counterpoint to the evangelism with which microfinance is promoted by many in the 
development community. This kind of puzzle has prompted this study to attempt presenting 
a conceptual framework on the assessment of microfinance efficacy on poverty reduction in 
Malawi.   
1.2 Statement of the Research problem  
 
Microfinance brings hope that poverty can be alleviated and that economic and social 
structures can be transformed fundamentally by providing financial services to low-income 
households. Chirwa (2002) notes that although micro credit programmes in Malawi date 
from 1992, the proliferation of microfinance institutions began after the democratic process 
in 1994. Today, Malawi has several governmental and Non Governmental Organizations 
offering financial services to the poor. Most of these institutions operate localized and 
targeted programmes, and very few are operating at a national scale. While strong claims 
are made for the ability of microfinance by its defenders like Mohammed Yunus of Grammen 
Bank among others, its efficacy on poverty reduction is always in question and remains a 
mystery. The financial performance of microfinance institutions and their impact on poverty 
reduction are not adequately documented and known in Malawi.  
Furthermore, the relationship between access to microfinance and poverty reduction is also 
anecdotal as highlighted in the literature review chapter.  As a result there is a paucity of a 
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solid theoretical ground to allow one to analyze its effectiveness. This has brought forth a 
diversity of views and has also ensued and exacerbated heavy criticism towards 
microfinance industry and its initiatives. The criticisms range from high interest rates, 
exploitation of women, extortionate loan repayment tactics, unchanging poverty levels and 
failure to effectively cater for the target groups (Mawa, 2008: 878).  
 
However, Moll (2005), Khandker (1998), Sharma (2001) and Mawa (2008: 877) contend that 
microfinance increases the capacity to deal with the risky situations which previously forced 
poor people to sell their productive assets. It further improves the management of 
consumption requirements over the year in order to maintain adequate levels of food intake 
and increase opportunities to invest in the productive enterprises. In other studies, 
microfinance is also believed to reduce the participant’s poverty levels and increased their 
consumption levels. By contrast, Hulme (2000), Aghion and Morduch (2003), and Patch 
(2007), among others, report that microfinance does not reduce poverty especially in the 
case of the poorest.  They contend that it adds to household debt burdens while doing little 
to lift these households out of poverty. They also argue that it distracts policymakers’ 
attention away from addressing structural societal reforms necessary to alleviate poverty in 
the developing world. Given this polarization, microfinance as a subject has increasingly 
become an important aspect to focus on among development practitioners in as far as 
poverty reduction is concerned. To this effect, this research paper addresses some of the 
highlighted shortcomings in as far as the relationship between poverty reduction and 
microfinance is concerned.  
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1.3  Research question 
The research was developed around the following main research question: To what extent, if 
any, does Microfinance result in poverty reduction?  
 
1.3.1 Research problem sub-foci 
 
The following sub-questions were developed in order to reach the set goal of the research in 
a manageable way and to contribute to solving the research question: 
 What are the local indicators of poverty reduction as an outcome of 
microfinance? 
 What is the degree of poverty among microfinance clients in relation to non 
client households? 
 What proposals should be advanced for microfinance to heavily reduce 
poverty? 
1.4 Research aims and objectives  
 
The purpose of conducting this study was to explore and assess microfinance efficacy on 
poverty reduction. The research intended to analyze critically whether poverty is indeed 
being reduced among microfinance clients.   
Specifically, the research objectives remained: 
 To find out the local indicators/perception of poverty reduction as an outcome of 
microfinance 
 To measure the relative poverty levels between the population accessing 
microfinance services and those not. 
 To assess  and validate the efficacy of microfinance in poverty reduction 
 To propose and recommend strategies for improving microfinance efficacy on 
poverty reduction.  
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1.5 Significance of the study 
The research findings have unraveled how microfinance supports poverty reduction 
processes. The findings will contribute to the closure of the identified gaps in the literature 
on microfinance and to the reconciliation of conflicting opinions among policy makers and 
development practitioners regarding microfinance and poverty reduction. The findings will 
also assist microfinance institutions and networks to modify their philosophy, vision, models, 
approaches, and strategies to realize poverty reduction at district, national and international 
levels. This means that a lot of microfinance borrowers would benefit since the gaps which 
were hindering them to move out of poverty have been partly addressed in as far as 
microfinance practice in Malawi and elsewhere is concerned. Furthermore, the results have 
assisted and shall continue to assist the government of Malawi and other donors or 
development partners supporting the microfinance movement and institutions to ascertain 
whether their efforts towards poverty reduction are bearing fruits or are efficacious.   
 
1.6. Study outline 
 
The paper has been structured into six chapters. Chapter one outlines the background or 
context of the study and provides, among other things, the research problem statement, 
research question and its sub-foci, aims and objectives of the study. Chapter two provides a 
theoretical background in respect of the assessment of microfinance efficacy on poverty 
reduction. It discusses and debates on mainstream models/theories of microfinance and 
impact assessment. Furthermore, the chapter defines microfinance and poverty, among 
others. Chapter three presents the review of relevant literature on the assessment 
experiences of microfinance programs on poverty reduction. Chapter four discusses the 
research design and methodology that guided the investigator in the process of collecting, 
analyzing, and interpreting observations. It also discusses the limitations of the study. The 
research findings obtained during the data collection and the analysis are discussed in 
chapter five. The research aims and objectives are directly answered in the same chapter. 
Finally, Chapter six makes recommendations and draws conclusions of the study. 
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1.7 Conclusion 
 
This chapter has described the overview of the study in general.  The descriptions and 
explanations in the chapter included, but were not limited to, the background or context of 
the study, research problem, research question, and research aims and objectives, among 
others. The background of the study gave a brief explanation of the context that gave rise to 
the research topic – “Assessment of Microfinance Efficacy on Poverty Reduction in Malawi.” 
The significance of the study and the study outline has also been presented. The chapter 
pointed out the gaps in the existing knowledge in as far as assessment of microfinance 
efficacy on poverty reduction is concerned in Malawi. 
The next chapter, Chapter 2, presents the theoretical framework. It discusses and debates 
on the mainstream theories of microfinance, and on the origin and development of 
microfinance, among other things. 
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CHAPTER 2: THEORETICAL FRAMEWORK 
 
2.0 Introduction 
Microfinance programs and institutions have become an important component of strategies 
to promote micro and small enterprise development and reduce poverty (Hulme 2000:79;  
Leach and Sitaram 2002:575) by promoting self employment and entrepreneurship as well 
as by alleviating liquidity constraints and contributing to consumption and income 
smoothing (Hartarska and Holtmann 2006:147). The success of microfinance programs as 
agents of poverty alleviation is well known to students of development (Woolcock 1999:17).  
For instance, Hartarska and Holtmann (2006:156) confirm that early studies found that 
microfinance has a positive impact by demonstrating better outcomes for program 
participants than for non participants.  
 
The ability of microfinance and its efficacy on poverty reduction has always remained 
questionable and a mystery. At the same time, however, the microfinance evangelism 
appears to have triggered a dismissal of microfinance which is often as sweeping and as 
poorly grounded in evidence as the claims themselves (Kabeer 2005:4709). Furthermore, the 
boldest claims of microfinance do not withstand close scrutiny. 
 
Hulme (1997) observes that at one extreme are studies arguing that microfinance has very 
beneficial economic and social impacts. At the other, are writers who caution against such 
optimism and point to the negative impacts that microfinance has.  In the ‘middle’ is work 
that identifies beneficial impacts but argues that microfinance does not assist the poorest, as 
is so often claimed. Eventually, these polarizations of opinions on the impact of microfinance 
have been divided between those who see it as a “magic bullet” for poverty reduction and 
who are dismissive of its abilities as a cure all panacea for development (Kabeer 2005:4709).  
 
The IMF state that “no systematic and comprehensive data on MFIs is collected and there 
are no authoritative figures on key characteristics of the microfinance industry, such as the 
number and size of MFIs, their financial situation, or the population served” (Wrenn 2005). 
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This chapter provides the theoretical framework that informs and provides some insights 
into the assessment of microfinance efficacy on poverty reduction. The conceptual 
framework is based mainly on microfinance poverty assessment methodologies. In 
particular, the study’s scope of analysis focuses on client and non client household levels as 
the unit of measuring the microfinance efficacy on poverty reduction despite having 
community, enterprise and individual levels as some units of where the microfinance 
efficacy and impact can be felt and measured. The following key performance indicators will 
be used in the study in assessing the microfinance efficacy on poverty reduction: means to 
achieve welfare, basic needs and other aspects of welfare indicators. The means to achieve 
welfare includes education, assets, income, family structure, and liabilities. Basic needs 
include health, food/water, shelter and expenses. Security, social status, and local 
environment constitute other aspects of welfare. Microfinance and poverty reduction are 
major concepts in this study such that poverty reduction will be a dependent variable and 
microfinance will be the independent variable. The study adopts a mixed paradigm of both 
scientific and participatory learning and action to achieve its ultimate goal. To this end, the 
chapter presents a brief review of previous studies and some definitions of terms. Main 
theories explaining microfinance, models of microfinance, origin and development of 
microfinance and microfinance in Malawi are also presented. 
2.1 Previous frameworks 
 
Afrane (2002) argues that impact assessment is a management mechanism aimed at 
measuring the effects of projects on the intended beneficiaries. The rationale is to ascertain 
whether the resources invested produce the expected level of output and benefits as well as 
contribute to the mission of the organization that makes the investments. Indeed, for 
microfinance institutions (MFIs), impact assessment is important in enabling them to remain 
true to their mission of “working with poor people in their struggle against hunger, disease, 
exploitation and poverty” (Johnson & Rogaly 1997). 
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Impact assessment as a management process has been mainly associated with and driven by 
donor agencies.  It is increasingly acknowledged, however, that donor interventions have 
higher potential of sustainability and growth if these processes are developed and managed 
with greater involvement of the target group. The traditional approach to impact 
assessment comprises reviews and examinations of effects by “neutral” outsiders who are 
more likely to give unbiased and uninfluenced assessment. Therefore, it is too simplistic and 
egoistic a rationale to advance that impact assessment of microfinance on poverty reduction 
is a waste of resources and not vital since the market can provide adequate proxies for 
impact, through clients’ eagerness to pay for a service. 
 
The available studies on microfinance assessment generally focus on four domains of 
microfinance intervention: individual, households, enterprise, and community for impact 
assessment.  As a general rule MFIs work toward a double bottom line -financial and social - 
unlike the typical formal financial institution which works solely toward a financial bottom 
line (Brau and Woller 2004:26). In practice, the specific impacts of microfinance are hard to 
pin down and harder still to measure.  This requires a conceptual approach, and a related 
methodological approach which encompasses all levels of analysis: the individual, 
households, enterprise, and the community.  The approach must be flexible and capable of 
isolating specific effects out of a complicated web of casual, mediating factors and high 
decibels of random environmental noise. It must also attach specific units of measurement 
to tangible and intangible impacts as well, that may or may not lend themselves to precise 
definition or measurement (Brau and Woller 2004:27) 
 
Most frameworks that have been used in the available studies were discussed in the 
Assessing the Impact of Microenterprise Services (AIMS) project. The AIMS project seeks to 
gain a better understanding of the processes by which microenterprise programs strengthen 
businesses and improve the welfare of micro entrepreneurs and their households (Chen and 
Dunn 1996).  
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However, the one-sided approach of focusing on a particular domain to the neglect of the 
rest yields unexpectedly low impact results due to fungibility of credit. Regardless of this 
assertion, the household has been singled out to be the focus of impact assessment in 
particular with reference to income, expenditure and assets (Nghiem 2009:2). This follows 
the assertion that microenterprises are embedded in households; they provide income for 
households but their performance is largely dependent on the characteristics of the 
households.  
 
The impact domains for microenterprises include the resource base, production process, 
management, markets, and financial performance. Furthermore, microenterprise 
intervention not only has impacts on program participants but also on other household 
members through intra-household dynamics. Thus, impact domains for individuals in 
households include control over personal resources, leverage in household decisions, and 
community participation (Nghiem 2009:2). 
2.2. Models of Impact Chains 
 
Impact assessment assess the difference in the values of key variables between the 
outcomes on ‘agents’ (individuals, enterprises, households, populations, policymakers etc) 
which have experienced an intervention against the values of those variables that would 
have occurred had there been no intervention as depicted in figure 2.1 below (Hulme 
1997:3).  
 
Hulme asserts that behind all microfinance programs is the assumption that intervention will 
change human behaviours and practices in ways that lead to the achievement (or raise the 
probability of achievement) of desired outcomes. 
 
 He further notes that the complexity of such chains can be explained through models 
impact chains whereby the assessor is provided with a range of choices about which link (or 
links) to focus on. 
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Figure 2: The Conventional Model of the Impact Chain 
 
 
 
Source:  Adapted from Hulme, 1997 
 
In his own words Hulme (1997:3) exemplifies that in a conventional microfinance project a 
package of technical assistance and capital changes the behaviour (and products) of a 
microfinance institution (MFI). The MFI subsequently provides different services to a client, 
most commonly in the form of a loan. These services lead to the client modifying her/his 
microenterprise activities which in turn lead to increased/decreased microenterprise 
income. The change in microenterprise income causes changes in household income which 
in turn leads to greater/lesser household economic security. The modified level of household 
economic security leads to changes in the morbidity and mortality of household members, in 
educational and skill levels and in future economic and social opportunities. Ultimately, 
perhaps, these changes lead to modifications in social and political relations and structures.   
 
Another framework for assessing microfinance efficacy is through The Household Economic 
Portfolio (HEP) model introduced by Chen and Dunn (1996). The HEP model provides a 
framework for assessing microfinance impact at the household level. According to Chen and 
Dunn, the model represents household behavior as a circular flow between various 
household resources and activities and across various household domains and constituent 
groups.  
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Under this model, the resources of the household are allocated to the various household 
activities by individual household members acting jointly or separately. Besides, the 
activities of the household -- consumption, production, and investment -- act to satisfy 
shared or competing current needs of the household members and return resources to the 
household (or to individual members) for use in future periods. Since credit is one important 
type of microenterprise service, the model is designed to track the use of credit by the 
household. In tracking the use of credit, it is assumed that credit is fungible and that it may 
be allocated to a number of uses. The model is further premised on the fact that individuals 
within the household have one or more socially ascribed identities: -- notably gender, but 
also seniority, marital status, parental status, and others.  
 
Individuals or categories of individuals within the household may have separate (even 
competing) preferences, interests, needs, resources, and constraints and may, therefore, 
take separate (even competing) decisions and actions. It further allows for the systematic 
investigation of the implications of socially defined divisions within the household.  
 
Given its various applications, the model can be used as a tool in the design, targeting, and 
implementation, as well as the evaluation of microenterprise services and can cover the 
issue of fungibility of credit according to Chen and Dunn (1996). 
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Figure 2.1 Potential impact of Microfinance at household and community level 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Source: Wrenn, 2005 
 
Another framework is based on individual level impact assessment. It stems from the 
premise that changes at the household or enterprise level cannot be assumed to impact all 
individuals equally within the household. According to Chen, the consolidated framework 
details four broad pathways through which individuals experience change.   
 
The first is the material pathway through which changes in access to or control over 
material resources, in level of income, in satisfaction of basic needs, or in earning capacity 
are experienced.   
 
The second is the cognitive pathway through which changes in level of knowledge, skills, or 
awareness of the wider environment are experienced.   
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The third is the perceptual pathway through which changes in self-esteem, self-confidence, 
and vision of the future as well as changes in recognition and respect by others are 
experienced.  
 
The final one is the relational pathway through which changes in decision making roles, 
bargaining power, participation in non-family groups, dependence on others, and mobility 
are experienced.  
 
However, Nghiem (2009) challenges the above model that it did not mention the time-frame 
for each group of impacts and that the classification of the four pathways resembles 
Maslow’s (1943) classification of needs. Regardless of different impact assessment levels, 
Microfinance Impact studies have focused overwhelmingly on the three domains of 
individual, enterprise and household, to the neglect of the community. However, 
microfinance programs do impact the wider community especially the local economy 
through direct and induced effects (Woller and Parsons 2002:4). To assess the impact of 
microfinance on poverty reduction the ‘minimum requirement approach’ is used. This refers 
to the level of employment in specific industries that is necessary to maintain the viability of 
a regional economy. Alternatively, it is the level of employment in specific industries 
required for a regional economy to be economically self sufficient (Parsons and Woller 
2002:3). 
 
2.2.1 Microfinance Impact Assessment Paradigms  
 
Hulme (1997:7) affirms that it is possible to draw out three very different paradigms from 
the microfinance literature on impact assessment. The conventional scientific method with 
its origins in the natural sciences, the humanities approach which focuses on making a 
reasoned argument supported by theory and specific pieces of evidence, and finally, the 
participatory learning and action (PLA). 
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Table 2.Effects of Microfinance at various levels 
 
 
Source: Nghiem (2009). Analysing the effectiveness of microfinance in Vietnam 
Levels Types Operational measurement 
Individual Material Personal income/expenditure: level, growth and stability 
Cognitive Perceived value of microfinance trainings and group 
meetings 
Perceptual Perceived treatments by others 
Degree of involvement in decision making process at 
home, and social groups 
Relational Degree of participation in community organizations; 
Degree of mobility (i.e. destination, purposes and 
frequency of travel) 
Household Economic Level, growth and stability of income/consumption 
Acquisition of physical assets 
Structure (motivation, methods, value) of saving 
Insurance and risk management/coping means 
Structure of investment (i.e. types, proportions) 
Long- term 
Livelihood 
strategy 
Actual and perceived return on long-term investment (e.g. 
housing, education, health and fixed assets) 
Intra household 
relation 
Types and levels of interactions in decision making on 
household activities 
Distribution of income and consumption among household 
members 
Wider 
(community, 
regional, 
national)  
Economics Finance market: Changes in financial services for small 
households (i.e., competition, market share, quality of 
products) 
Labour market: Changes in wages rate, income of small 
business, types and proportions of jobs 
Real market: changes in degree of competition, structure 
of 
economic activities, factor and output prices 
Social Degree of involvement of the poor and marginalised 
groups in 
social activities 
Development of community associations and networks 
Cultural Habit of saving and insurance 
Faith in formal and semi-formal financial services 
Political Types and levels of involvement of the poor and their 
organization in policy making process 
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2.2.1.1 Scientific Method 
 
Hulme (1997) extrapolates that the Scientific method seeks to ensure that effects can be 
attributed to causes through experimentation. A particular stimulus to a particular object in 
a rigorously controlled environment is judged to be the cause of the observed effect. The 
experimental approach is virtually infeasible in the social sciences, because of the nature of 
the subject matter, and so the approach has been adapted into quasi-experiments. Quasi-
experiments seek to compare the outcomes of an intervention with a simulation of what the 
outcomes would have been, had there been no intervention. Another approach on the same 
paradigm involves the use of control group, i.e.  a before and after comparison of a 
population that received a specific treatment and an identical population (or as near as 
possible) that did not receive the treatment. However, this presents problems of sample 
selection bias, mis-specification of underlying causal relationships and respondent 
motivation. Selection bias may occur due to difficulties in finding a location at which the 
control group’s economic, physical and social environment matches that of the treatment 
group and the treatment group systematically possessing an ‘invisible’ attribute which the 
control group lacks or the fungibility of the treatment. For instance, if a loan is transferred 
from a borrower to someone else or when the loan is not used in the planned way, among 
others.  Except for the former problem, the latter are more intractable, but in many cases 
they can be tackled by using program-accepted ‘clients-to-be’, who have not yet received 
microfinance services, as the control group (Hulme and Mosley, 1996; Johnson and Rogaly 
1997).  
2.2.1.2 The Humanities tradition 
 
Hulme (1997) argues that this is an inductive approach and the bulk of data generated by 
such an approach is ‘qualitative’. It focuses on key informants, recording by notes or image, 
and the data analyst is usually directly (and heavily) involved in data collection. The 
paradigm in question does not try to ‘prove’ impact within statistically definable limits of 
probability. Rather, it seeks to provide an interpretation of the processes involved in 
intervention and of the impacts that have a high level of plausibility.  
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It further recognizes that there are usually different, and often conflicting, accounts of what 
has happened and what has been achieved by a program.  
 
According to Hulme (1997:11) “the validity of specific impact assessment as adopting this 
approach has to be judged by the reader on the basis of (i) the logical consistency of the 
arguments and materials presented; (ii) the strength and quality of the evidence provided; 
(iii) the degree of triangulation used to cross-check evidence; (iv) the quality of the 
methodology; and (v) the reputation of the researcher(s)”.  
 
2.2.1.3 Participatory Learning and Action (PLA) 
Participatory approaches have moved from being a fringe activity to the centre stage. The 
reliability of participatory methods varies enormously, as with ‘scientific’ surveys, depending 
‘...largely on the motivation and skills of facilitators and those investigated and the ways in 
which informants’ perceptions of the consequences of research are addressed… (Mayoux, 
1997:12-13)’.It is further argued that “a number of rigorous comparative studies have shown 
that, when well-conducted, participatory methods can be more reliable than conventional 
surveys” (Hulme 1997:12-13). In addition, it can be argued that the PLA contributes to 
program goals (perhaps particularly in terms of empowering women [Mayoux 1997] and the 
poor) by not facilitating the continued dominance of target groups by powerful outsiders.  
 
Afrane (2002) highlights the continued debate over the techniques used for impact 
assessment that it  have been centered on the application of quantitative or qualitative 
methods. He notes that the conventional approaches often give an unbalanced focus on 
quantitative and measurable indicators, to the neglect of social and psychological issues that 
tend to be qualitative in nature. Recent methodological research papers have revealed that 
there are limitations to a purely quantitative approach as well as to a purely qualitative 
approach in social science research, be it impact evaluation, poverty assessment, and so 
forth (Howe & Eisenhart 1989; Glewwe 1990; Dudwick 1995). Each approach has an 
appropriate time and place, but in most cases, both are required to address different aspects 
of a problem and to answer questions that other approaches cannot answer well or cannot 
answer at all (Car Valho & White1997). 
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 One significant innovation in impact assessment studies of late is the injection of 
participatory approach into the broad methodology. The participatory approach is a tool for 
learning from experience. Its appeal lies in the fact that it is action oriented and provides the 
framework for the stakeholders to be intensively involved in data collection and analysis 
with the process as facilitated by the researcher or resource person (Howe & Eisenhart 
1989). For example, focus group discussions, often used in Participatory Rural Appraisal (PRA) 
research, provide not only an effective means of collecting high-quality qualitative data but 
also serve as a way to crosscheck or validate information from other sources (i.e., 
triangulation). In short, the participatory approach complements conventional methods of 
data collection in impact assessment studies. The application of these methods in assessing 
the microfinance efficacy on poverty reduction studies is illustrated in this research paper. 
2.3 Alternative Approaches to Assessing Poverty 
 
According to CGAP (2003:169) there are three principal methods for assessing the poverty 
level of a household: (i) household expenditure analysis and computation of a poverty line, 
(ii) rapid appraisal or participatory appraisal methods, and (iii) indicator analysis, using an 
index of relative poverty.  
 2.3.1 Detailed household expenditure survey 
 
This approach is widely used in nationally representative household surveys, such as the 
Living Standard Measurement Survey. The household expenditure method is a widely 
accepted and fairly precise tool in measuring poverty; as far as the income dimension of 
poverty is concerned. The standard practice in poverty analysis has been to use household 
total expenditure as the primary measure to evaluate the standard of living of households. It 
is argued that total expenditure expresses a good measure of a household’s command over 
the goods and services it chooses to consume. The basic criteria used to assess whether or 
not a household is poor is its income, that is, whether its income is sufficient to meet the 
food and other basic needs of all household members needed for a healthy and active 
life.(CGAP 2003:169). To complete the assessment, a basket of goods and services satisfying 
a pre-set level of basic needs is constructed.  
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This basket corresponds to local consumption patterns and is valued at local consumer 
prices to compute the minimum cost of its acquisition. The value of the basket of minimum 
food, goods, and services is then called the “poverty line.” This poverty line is most 
commonly expressed in per capita terms. If the per capita income of household members is 
below the poverty line, the household and its members are considered poor. If this condition 
does not hold, the household is categorized as non poor. The poverty line method may allow 
comparisons between clients and non clients of MFIs within one area of a country and 
between countries.  
 
2.3.2 Participatory approaches 
 
Rapid Appraisal (RA) and Participatory Appraisal (PA) are the two other methods used for 
poverty assessment. These methods are often thought to be the same, since they seek input 
by the community and its members using similar techniques, such as wealth ranking and 
community mapping. The ultimate goal of PA is empowerment of the target group. The 
method requires extensive participation by the community and assumes an open research 
and development agenda. This cannot be done quickly, that is, within one or two days. RA 
methods, on the other hand, are meant to provide evaluators with data on the community in 
a very short time. RA requires the participation of the community, but the timeframe is short 
(usually a one-day visit to the community) and the agenda of the inquiry is predetermined. 
RA and PA methods are widely used and accepted tools for identifying vulnerable groups in a 
community. They are extensively used by development programs and institutions, including 
MFIs, for targeting services to poorer clients according to CGAP (2003). 
2.3.3 Indicator based method 
This is another method of assessing poverty at the household level through the identification 
of a range of indicators that reflect powerfully on the different dimensions of poverty and 
for which credible information can be quickly and inexpensively obtained. Once information 
on a range of indicators has been collected, they may be aggregated into a single index of 
poverty. 
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 In principle, the time and cost requirements of the indicator method in terms of data 
collection and analysis can be relatively low if the number of indicators in a poverty index 
are limited. The method can be considered valid if several dimensions of poverty are 
included. Therefore, this research will make use of this method in assessing the microfinance 
efficacy on poverty reduction.  
 
2.4 Difficulties in assessing microfinance impact on poverty reduction 
 
The measurement of the impacts of microfinance projects is obviously fraught with a 
number of methodological problems. One such problem is the difficulty of estimating the 
counterfactual situation in order to compare with factual conditions of the target group. It is 
encouraging to note, however, that in recent years some progress has been made in 
developing methodologies that address this problem. In fact, impact assessment 
methodologies are being improved through the application of methods like “with” and 
“without” approach and pre-project baseline studies. The methods help not only in assessing 
the counter factual situation but also in reducing errors associated with memory difficulties 
of respondents (Moser & Kalton 1971). Another problem is the difficulty of attributing any 
change that is found in the circumstances of the beneficiaries specifically to the credit 
intervention. Normally, microfinance interventions take place alongside a whole array of 
social and economic projects, all aimed at promoting development. Consequently, other 
events and changes occur while the intervention is taking place, and this may make it 
virtually impossible to separate out the specific impact of credit programs (Johnson & Rogaly 
1997). Here, too, the use of “control and experiments groups” allows, at least to a limited 
extent, the isolation and capture of project benefits. The foregoing conceptual issues and 
methodological constraints serve as the context within which the paper is situated. Some of 
these limitations are addressed in the paper with appropriate assumptions. 
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2.5 Models of Microfinance  
 
There are a number of distinctive models of microfinance, reflecting the fact that 
microfinance has evolved differently in different environments. Some countries tend to rely 
on one particular model or method, while others exhibit considerable diversity in the range 
of microfinance models used. The paragraphs that follow discuss three models, namely 
Grameen Bank, Rotating Savings and Credit Associations (ROSCA), and Village banking.  
2.5.1 Grameen Bank Model 
The Grameen Bank model is the best known and most widely imitated microfinance pioneer, 
developed in Bangladesh in 1976 by an economist Muhammad Yunus (Morduch et.al 
2009:155).  According to Fehmeen (2010) the Grameen model presents formal versions of 
‘associations’ and are created by members of a target community who wish to improve their 
living standards and to generate employment. The model has thrived in a variety of physical, 
cultural, and institutional settings and has a number of distinctive features. These include 
careful targeting of the poor through a means test; the use of self-selected groups of 
borrowers, generally consisting of five members, who guarantee each other’s loans; 
compulsory savings mobilization, with generally little or no emphasis on voluntary savings; 
intensive motivation and supervision of borrowers (including the use of weekly meetings); 
and decentralized operations. By offering microfinance services, these banks seek to develop 
their communities. Guarantees are provided by social collateral or the use of group solidarity 
as services are distributed through member groups of minimum 5 where each member’s 
eligibility for loans is based on his/her peer’s performance. 
2.5.2 Rotating Savings and Credit Associations (ROSCAs) 
ROSCAs are typically small groups composed of women, where each member makes ‘regular 
cyclical contributions into a common fund’, which is given entirely to one member at the 
start of each cycle (weekly, monthly, quarterly), Fehmeen (2010) argues. ROSCAs provide an 
alternative solution to avoid steep costs charged by money lenders. This is based on pooling 
resources with a broad group of neighbours and friends (Mordurch et.al 2009:68).  
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The benefit of this model is the matching of a client’s cash flows with the loan, the ability to 
structure the deal without interest rates, and the absence of over-head costs. In addition, 
Koveos (2004:75) identifies savings of the poor and the supply leading finance theory as 
some of the main theories explaining microfinance. He argues that the poor do indeed save 
and look for outlets for their savings. He further asserts that “the general belief is that there 
is a low demand for savings instruments amongst the poor. This inhibits mobilization of 
savings by the formal financial sector. They also find it expensive to mobilize small savings. 
The intimate knowledge of local conditions possessed by MFI staff enables them to mop up a 
large volume of small savings in a cost-effective manner”. 
2.5.3 Village Banking Model 
Village banks have been in existence since the mid-1980s and they target women 
predominantly, with anticipation that female participation in village banks will enhance 
social status and intra-household bargaining power (Wrenn 2005). These banks are 
community-managed credit and savings associations established by NGOs to provide access 
to financial services, build community self-help groups, and help members accumulate 
savings (Wrenn 2005). Furthermore, Wrenn notes that village banks do usually have 25 to 50 
members who are low-income individuals seeking to improve their lives through self-
employment activities. These members run the bank, elect their own officers, establish their 
own by-laws, distribute loans to individuals and collect payments and services. The loans are 
backed by moral collateral; the promise that the group stands behind each loan. The 
sponsoring MFI lends loan capital to the village bank, who in turn lend to the members. 
Members’ savings are tied to loan amounts and are used to finance new loans or collective 
income generating activities and so they stay within the village bank. No interest is paid on 
savings but members receive a share of profits from the village bank’s re-lending activities, 
according to Wrenn (2005). 
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2.6 Sustainable Livelihood Framework 
 
Sustainable Livelihood framework as advanced by the Institute of Development Studies has 
been widely adopted in the development field. The framework supports the capture of 
microfinance impacts at household level and more importantly on the wider social impacts 
that microfinance can have.  It is “people centered and aims to explain the relationships 
between people, their livelihoods, (macro) policies and all kinds of institutions.” (Neefjes 
2000:82 quoted by Wrenn (2005).  The framework is rooted in a development paradigm in 
which economic growth is not seen as a means in itself, but only as a means of satisfying 
people’s needs. It has four main components of the livelihoods framework.  
 
These are: 
 
a) people live within a vulnerability context, i.e. they are exposed to risks such as 
sudden shocks, trends over time and seasonal change;  
b)  people have a number of capital assets which they draw upon to make their 
livelihoods;  
c)  these assets are drawn upon within people’s livelihood strategies;  
d)  Policies, institutions and processes help to shape people’s assets, livelihood 
activities and the vulnerability context within which they live.  
 
Carney (1998) as quoted by Wrenn states that an examination of the five capital assets 
offers a holistic analysis of people’s livelihoods. These capital assets form the centerpiece of 
people’s livelihoods as these assets dictate the level of vulnerability of beneficiaries to 
shocks and trends. Policies and institutions also have an impact on these assets. These 
policies and institutions, and beneficiaries’ own vulnerability context influence their 
livelihood strategies which in turn dictate their livelihood outcomes as indicated in Figure 
2.2. Furthermore, the IDS (2004) as quoted by Wrenn (2005) also states that such a 
framework allows investigation into the ways in which a project directly and indirectly 
affects people’s livelihoods.  
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This framework therefore will be used in this study to assess the impact of microfinance on 
the beneficiaries’ livelihoods by focusing on its impact on their five capital assets. 
 
Figure 2.2 Sustainable Livelihood Frameworks 
CAPITAL ASSETS 
N  Natural capital:  The natural resource stocks from which resource flows useful for 
livelihoods are derived e.g. (Land, water, wildlife, biodiversity, environmental resources).  
S Social Capital: The social resources (networks, membership of groups’ relationships 
of trust, access to wider institutions of society) upon which people draw in pursuit of 
livelihoods 
H Human Capital: The Skills, knowledge, ability to labour and good health important to 
the ability to pursue different livelihoods strategies 
P Physical Capital: The basic infrastructure (transport, shelter, water, energy and 
communications) and the production equipment and means which enable people to pursue 
their livelihoods 
Financial Capital: The financial resources which are available to people (whether savings, 
supplies of credit or regular remittances or pensions) and which provide them with different 
livelihoods options. 
Source:  Timmerman (2010). EDS 402 “Rural Development” Nelson Mandela 
Metropolitan University 
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2.7 Supply leading finance theory 
 
The supply-leading finance theory refers to the provision of loans in advance of the demand 
for credit, for the purpose of inducing investment and consequently economic growth 
(Koveos 2004:75). This paradigm became popular in the aftermath of World War II.  This 
follows a belief among the predominantly agrarian societies that the path to economic 
growth and development stemmed from the increased agricultural productivity and could be 
encouraged through interventions in the financial system by supplying finance in advance of 
demand (Sonne 2010:6). 
 
Patrick (1966) quoted by Sonne (2010:6) asserts that the supply-led theory has two 
functions: to transfer resources from traditional or non growth sectors to modern sectors 
and to promote and stimulate entrepreneurial responses. Access to supply-leading funds 
opens new horizons, enabling the entrepreneur to ‘think big’. Furthermore, the Supply-led 
theory was considered a means to induce innovation. This was based on the assertion that 
farmers were the engine of growth where agriculture-related innovation could be induced. 
Therefore, they needed more capital than they could save from income, and that credit 
would be necessary in small agriculture and industry (Sonne 2010:6).  With this paradigm, 
the technical breakthrough for positive impact on economic growth and development was to 
be achieved through the development of agriculture technologies such as improved varieties 
of food-grain seeds, irrigation demands, fertilizer, herbicides and pesticides, among others.  
 
However, despite government’s intervention through the provision of subsidized credit from 
the banks, these programs based on supply-leading finance were not successful and 
sustainable due to poor access to the technology amongst farmers, lack of monitoring on the 
use of funds or loan recovery hence loan treated as grants, among other factors. 
 
Furthermore, it was observed that most of the loans could not reach all beneficiaries as was 
intended.  Instead, the loans were cornered by the politically powerful rural elite and by 
those ‘connected’ with the disbursement authorities (Koveos 2004:76). 
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2.8 Conclusion 
 
This chapter has endeavored to provide a theoretical frame work for the study. This has 
been done through presentation, discussion and debate on the previous frameworks on 
microfinance assessment, models of impact chain analysis, effects of microfinance at the 
four levels of individual, household, enterprise and community. The Chapter also looked at 
the impact assessment paradigms, approaches to assessing poverty, and difficulties of 
assessing microfinance impact on poverty reduction. Furthermore, it has also been 
highlighted that there are a number of conceptual frameworks available which allow one to 
assess the microfinance efficacy on poverty reduction. However, there appears to be little or 
no previous study on the theoretical framework, nor any empirical study specifically focusing 
on microfinance efficacy on poverty reduction more especially in Malawi. The framework 
proposed in this study aims to provide a simple and direct answer to the question: To what 
extent, if any, does Microfinance result in poverty reduction? from a social-welfare 
viewpoint. This research has zeroed in on the household as the unit of assessment. 
 
The next chapter, which is Chapter 3, presents the documented literature on the definition 
of microfinance, poverty, microfinance and poverty reduction landscape at both 
international and local levels, origins of microfinance and the historical context of 
microfinance in Malawi. The chapter summarizes the secondary sources which the 
investigator used to understand the efficacy of microfinance on poverty reduction in 
reference to other research, apart from analyzing the same. 
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CHAPTER 3: MICROFINANCE EFFICACY AND POVERTY REDUCTION  
 
3.0 Introduction 
The lack of banks does not mean that poor individuals are unable to borrow. They do, but 
from informal sources such as money lenders, neighbours, relatives, and local traders who 
often have the rich information (and effective means of enforcing contracts) that banks lack 
(Armendariz and Morduch (2010:9). Microfinance presents itself as the latest solution to the 
age-old challenge of finding a way to combine the banks’ resources with the local 
informational and cost advantages of neighbours and money lenders. The importance of 
microfinance in the field of development has been reinforced with the launch of the 
Microcredit Summit in 1997 and the UN declaration of 2005 as the International Year of 
Microcredit. The Summit aims to reach 175 million of the world’s poorest families, especially 
the women of those families, with credit for the self-employed and other financial and 
business services, by the end of 2015 (Wrenn 2005). 
 
Microfinance Institutions (MFIs), like the traditional banks, bring in resources from outside 
the community and have become increasingly involved in providing financial services to 
Small Medium Enterprises focused on poverty reduction and the economic survival of the 
poorest of the poor.  
 
There is continuing and quite rapid improvement in understanding how financial services for 
the poor can best be provided. As part of this learning process, microfinance practitioners, 
donors, and governments have been interested in knowing to what extent these credit 
interventions impact the beneficiaries, while convincing themselves that the success of 
microfinance depends in part on studiously avoiding the mistakes of the past, if one is to 
summarize Armendariz and Morduch’s (2010:9) argument. Consequently, a number of 
impact assessment studies on the performance of microfinance projects have been 
undertaken in recent years, with varying and revealing results. 
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 3.1 Defining Microfinance 
 
Microfinance as a concept has been defined and used differently by various authors and its 
definition has evolved as the industry has grown. When it was beginning to take off in 
developing countries between 1980 and 1990, the term largely referred to microcredit in 
which Non Governmental Organizations or specialized financial institutions used a credit 
methodology with some form of collateral substitute, frequently group lending, for making 
and recovering short term, working capital loans made to poor micro entrepreneurs. Today, 
the concept is far more inclusive. It refers to a broad range of services -- loans, savings, 
insurance, remittance transfers, even pensions -- offered to the rural and urban poor 
through a variety of commercial banks, cooperatives, credit unions, specialized banks, post 
offices and even retail chains (Meyer and Nagarajan 2005:168). 
The Malawi Microfinance Act of 2010 describes microfinance services as the provision of 
financial services to small or micro enterprises, low income customers, and financially 
underserved customers.  
 
Seibel (1999:1) defines microfinance as a sector of formal, semiformal and informal financial 
institutions, providing financial services to the micro economy. These services consist of 
micro savings and microcredit (and perhaps others financial services such as micro 
insurance, leasing, transfer services), thereby allocating scarce resources to micro 
investments with the highest marginal rates of return. Two types of institutions are involved. 
First, in a narrow sense, are small local financial institutions. Secondly, in a wider sense, 
national or regional banks and development finance institutions (DFIs) with microfinance 
services for small savers and borrowers. 
 
The Asian Development Bank’s microfinance development strategy (2000) states that 
microfinance is the provision of a broad range of financial services such as deposits, loans, 
payment services, money transfers, and insurance to poor and low-income households and 
their micro-enterprises (http://www.adb.org) Microfinance/Overview/chap_02.pdf. 
Accessed on 4thDecember 2011).  
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Robison( 2001), Brau and Woller (2004:3) define microfinance as the provision of very small 
loans and deposit services to predominantly poor, under-served, rural, mostly women 
borrowers and savers or generally to such informal and formal arrangements offering 
financial services to the poor.  
 
The Microfinance Gateway (2008) referred to microfinance as the means of providing very 
poor families with very small loans (microcredit) to help them engage in productive activities 
or develop their tiny businesses. Such credit would otherwise have not been available or 
would be only available at the very high interest rates charged by moneylenders who often 
charge much than anticipated (Mawa 2008:1). In most cases, these usurious rates 
necessitate the borrowers to spiral into a vicious cycle of impoverishment and debt. The 
Consultative Group Assistance for the poor (CGAP) perspective on microfinance is that it 
prescribes a strategy of supplying loans, savings and other basic financial services to the 
poor, including working capital loans, consumer credit, pensions, insurance and money 
transfer services (www.cgap.org-accessed on 28thFebruary, 2011).  
 
However, Hossain (2002) notes that microfinance “is the practice of offering small, collateral 
free loans to members of cooperatives who otherwise would not have access to the capital 
necessary to begin small business or other income generating activities”. Amendariz and 
Morduch (2010:1) identify microfinance as a collection of banking practices built around 
providing small loans (typically without collateral) and accepting tiny savings deposits. They 
view microfinance movement as dedicated to expanding access to small loans, savings 
accounts, insurance, and broader financial services in poor and low income communities.  
 
Finally, it should be mentioned that microfinance has often been used interchangeably and 
confused with the term microcredit, though in the strictest sense microcredit should refer 
only to the provision of credit or small loans to the poor. By contrast, microfinance involves 
the provision of financial services such as savings, loans and insurance to poor people living 
in both urban and rural settings who are unable to obtain such services from the formal 
financial sector (Wrenn 2005). Microfinance is appropriate where NGOs and MFIs 
supplement the loans with other financial services (savings, insurance, etc)”.  
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Microcredit is, therefore, a component of microfinance, which is broader, as it also involves 
additional non-credit financial services such as savings, insurance, pensions and payment 
services (Okiocredit 2005 quoted by Wrenn 2005). 
 
3.2 Defining Poverty 
 
Poverty is a phenomenon that has generated a lot of interest in recent times. Like 
development, the concept of poverty is a complex universal phenomenon with multiple 
dimensions (Nudamatiya, Giroh and Shehu 1995).Its meaning depends on who is using the 
concept. The Declaration on the Right to Development, which stated unequivocally that the 
right to development is a human right, was adopted by the United Nations in 1986 by an 
overwhelming majority, with the United States casting the single dissenting vote (Sengupta 
1999:1).Nevertheless, despite being declared a right, the concept remains elusive to unravel 
fully and universally to embrace the ambitions, aspirations, beliefs, ideologies of enormously 
multiple cultures inhabiting the planet. 
 
As a result there is coexistence of contradictory theories of development as well as critiques 
and debates within the field of development about the dominance of a particular ideology, 
the exclusion of certain groups of people from the project (because of gender, ethnicity, 
religion or class), and the processes and procedures of development (Kothari 1997: 8).  
Similarly, poverty is strongly influenced by local cultural and socioeconomic conditions and 
there is variability on its perception from one place to another such that poverty in Malawi 
may not be entirely the same in New York. 
 
The World Bank (2004) defined poverty as a condition of insufficient resources or income, 
where in its most extreme form is the lack of basic human needs such as health services, 
education, drinking water etc. Kebeer (2005:4710) asserts that a static view of poverty 
defines it in terms of the capacity to meet basic needs. Keeber further expresses the view 
that there is, however, increasing recognition of the need for a dynamic approach which 
allows for the possibility that meeting one’s needs today does not guarantee that they will 
be met tomorrow.  
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The concept of vulnerability draws attention to the basic uncertainty which surrounds the 
capacity of the poor people to meet their needs on a regular and assured basis. The poor are 
more vulnerable than the rest of the population because they face a wider variety of risks 
and shocks and they seek to take precautionary measures, and have to live diminished lives 
as a result. At the United Nations World summit on social development, the Copenhagen 
Declaration described poverty as a condition characterized by severe deprivation of basic 
needs including food, safe drinking water, sanitation facilities, health, shelter, education and 
information; a condition which poses a threat to peace and results in denials of human rights 
Mawa (2008:87).   
 
The Scottish poverty information Unit described poverty as relative to the standards of living 
in a society at a specific time. The measurement of poverty in an area varies and has seen 
different parameters and indicators being used. For instance, the World Bank has expressed 
the measurement of poverty on the income levels of the population, whilst others such as 
Sen et.al (1995) have stressed that the point is not the irrelevance of economic variables 
such as personal income, but their severe inadequacy in measuring many of the casual 
influences on the quality of life and survival chances of people (Khawari 2004). 
 
Johnson and Rogaly (1999:73) identify poverty as lack of income, vulnerability to income 
fluctuations, and powerlessness, whether in an absolute sense or in relation to others. They 
noted that the economic inequality between and within households is likely to be associated 
with concentrations of political and social power. Johnson and Rogaly also emphasized that 
inequality can increase whenever better off people are able to improve their incomes faster 
than others. Even if the absolute level of material well being of the worst–off people does 
not change, relative poverty may increase and with it a sense of powerlessness among very 
poor people.  
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3.3 Origins and Development of Microfinance 
The rise of the microfinance industry represents a remarkable accomplishment taken within 
historical context. Globally a population of over 106.6 million beneficiaries is reported as 
being in the bottom half of those living below their nation’s poverty line or living in 
households earning under one dollar (U$1) per day and per person (Armendariz and 
Morduch 2010:3).  This calls for making the poverty subject to be at the core of development 
policy and other initiatives if sustainable development is to be achieved. Keeber (2005:4710) 
argues that the poor are in any case dismissed by the formal financial providers as unreliable 
and hence unbankable.  
 
He further mentions that the institutional exclusion from formal financial provision leaves 
poor households dependent on informal financial services, often at usurious rates of interest 
which can send them spiralling into a vicious cycle of impoverishment and debt. Therefore 
microfinance organisations serve to address this dual phenomenon of institutional exclusion, 
on the one hand, and adverse incorporation, on the other.  Brau and Woller (2004:3) note 
that microfinance has existed, although mostly in the shadows and unseen by casual 
observers since the rise of formal financial systems and indeed probably predates them. This 
attests to the assertion that the concept is not a new phenomenon but has been there for a 
very long time when people started to borrow small amounts of capital to use on something, 
be it productive or unproductive.  
 
However, it is hardly difficult to affirm when and where micro financing concept started.  Its 
evolution occurred because the industry leaders demonstrated that the poor represent a 
vast market for financial services which can assist them to operate their businesses, smooth 
household consumption, and protect them from risks (Meyer and Nagarajan 2005:168).   
 
Baldridge and Starnes (2008:2) assert that the montes pietatis, credit organisations for the 
poor that were established in Italy in the 15th century and later endorsed by Pope Leo X as 
merciful organisations for the poor were the earliest microfinance case.  
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Seibel (2005:1) contends that the birth of microfinance dates back to tremendous increases 
in poverty since the 16
th 
and 17
th 
century.  Meyer and Nagarajan (2005:168) believe that the 
concept gained the widespread recognition during the past couple of decades but some 
references date it back to the early 1800s as evident by Siebel (2003) through description of 
several financial arrangements then for the poor; a time when the theorist Lysander Spooner 
was writing over the benefits of small loans to entrepreneurs and farmers as a way of getting 
some people out of poverty (www.microfinanceinfo.com-accessed on line on 4th December 
2011).  
 
Charitable groups in Ireland made interest-free loans beginning in the 1700s and benefited 
from legislation in 1823 that permitted these charity-based entities to become financial 
intermediaries, collect interest bearing deposits, and make interest bearing loans for the 
poor.  
 
CGAP (2006) asserts that other savings and credit groups that have operated for centuries 
include the "susus" of Ghana, "chit funds" in India, "tandas" in Mexico, "arisan" in Indonesia, 
"cheetu" in Sri Lanka, "tontines" in West Africa, and "pasanaku" in Bolivia, as well as 
numerous savings clubs and burial societies found all over the world 
(http://globalenvision.org/library/4/1051/-accessed on line on 4th December 2011).  
 
According to CGAP (2006) the formal credit and savings institutions for the poor have also 
been around for decades, providing customers who were traditionally neglected by 
commercial banks a way to obtain financial services through cooperatives and development 
finance institutions. One of the earlier and longer-lived micro credit organizations providing 
small loans to rural poor with no collateral was the Irish Loan Fund system, initiated in the 
early 1700s by the author and nationalist Jonathan Swift. Swift's idea began slowly but by 
the 1840s had become a widespread institution of about 300 funds all over Ireland. Their 
principal purpose was making small loans with interest for short periods. At their peak they 
were making loans to 20% of all Irish households annually (www.globalenvion.com).   
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Microfinance may also traced back to 1864 with reference to Friedrich Wilhelm Raiffeisen‘s 
village bank and Schulze-Delitzsch established urban savings and rural cooperatives in 
Germany; now called Raiffeisenbanken and Volksbanken respectively 
(www.radicalfrontiers-accessed on 7 October, 2011). These were formalized by the 1889 
Cooperative Act, the first cooperatives law in the world. These cooperatives shared a belief 
in self reliance, based on savings mobilization with local outreach achieved through creating 
lasting house banking relationships(Meyer and Nagarajan 2005:168).   
After the end of World War II, and following the Marshall plan, the microfinance concept 
had a big impact. The Marshall plan had an emphasis on the importation of technology, 
infrastructure, training and credit, in the reconstruction of Western Europe (Jantz and Jantz 
1991). Between the 1950s and 1970s, governments and donors focused on providing 
agricultural credit to small and marginal farmers, in hopes of raising productivity and 
incomes. These efforts to expand access to agricultural credit emphasized supply-led 
government interventions in the form of targeted credit through state-owned development 
finance institutions, or farmers' cooperatives in some cases, that received concessional loans 
and on-lent to customers at below-market interest rates.  
These subsidized schemes were rarely successful. Rural development banks suffered massive 
erosion of their capital base due to subsidized lending rates and poor repayment discipline 
and the funds did not always reach the poor, often ending up concentrated in the hands of 
better-off farmers. As a result, microfinance started as an innovation in place of the failed 
interventions in rural financial markets (directed and subsidized production credit usually 
disbursed by agricultural development banks). The microfinance movement is different   
from rural financial market interventions because financial services are viewed 
independently and are not linked to (agricultural) production. Thus, microfinance has 
expanded to include the urban poor and now encompasses financial markets for 
marginalized clientele in rural and non rural settings (Hartarska and Holtmann 2006:148). To 
that effect, since the early 1970s, experimental programs in Bangladesh, Brazil, and a few 
other countries extended tiny loans to groups of poor women to invest in micro-businesses. 
This type of microenterprise credit was based on solidarity group lending in which every 
member of a group guaranteed the repayment of all members.  
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These "microenterprise lending" programs had an almost exclusive focus on credit for 
income generating activities (in some cases accompanied by forced savings schemes) 
targeting very poor (often women) borrowers (CGAP 2006: 
http://globalenvision.org/library/4/1051/,accessed on 4th December, 2011).  
However, today use of the expression" microfinancing” is mistakenly credited to have  roots 
and  have been invented  in the 1970s when some organizations such as Grameen Bank of 
Bangladesh with the microfinance pioneer Mohammad Yunus, innovatively experimented 
with assist the poor (Meyer and Nagarajan 2005:169; Siebel 2005) and engaged actively in 
giving microloans to some pre-qualified people.  
According to CGAP (2006) since the 1970s experimental programs in Bangladesh, Brazil, and 
a few other countries extended tiny loans to groups of poor women to invest in micro-
businesses. This type of microenterprise credit was based on solidarity group lending in 
which every member of a group guaranteed the repayment of all members.  
These "microenterprise lending" programs had an almost exclusive focus on credit for 
income generating activities (in some cases accompanied by forced savings schemes) 
targeting very poor (often women) borrowers (http //globalenvision.org/library/4/1051/ 
accessed on 4th December, 2011).  
There are also some claims attributed to Akhtar Hameed Khan who promoted participatory 
rural development in Pakistan. At that time a new wave of microfinance initiatives 
introduced many new innovations into the sector. Many pioneering enterprises began 
experimenting with loaning to the underserved people. The main reason why microfinance is 
dated to the 1970s is that since then the microfinance programs showed that people can be 
relied on to repay their loans and also proved the possibility to provide financial services to 
the poor people through market based enterprises without subsidy.  
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3.4 Microfinance Outreach  
 
Microfinance has become an important instrument for poverty alleviation in most 
developing countries since microcredit plays an important role in rural development and 
poverty alleviation [Pitt and Khandker 1998]. In an era of domestic welfare reform and 
cutbacks to foreign aid budgets, microfinance programs continue to enjoy strong support 
across the political spectrum for their capacity to "help the poor help themselves” by "giving 
them a hand up, not a hand out (Woolcock 1999:17)”.   
 
Enthusiasts can point to repayment rates of over 95 percent, the high participation of 
women, associated improvements in the health and education of children, and the potential 
for programs to become financially sustainable in the long term.  This is in tandem with the 
adage that “Money makes money. When you have got a little, it is often easy to get more. 
However, the great difficulty is to get that little [Smith 1776:104] quoted by Woolcock 
(1999:17).The growth of microfinance clients globally has been alarming following the failure 
in financial markets for the poor in developing countries (Stiglitz 1989; 1990) (See table 2.1 
below). This is explained in two ways. Firstly, the poor, since by other definition, lack 
material assets and a formal education, tend to have little to offer by way of security against 
any loans that might be extended to them. The very act of negotiating formal contracts, 
moreover, let alone filling out application forms and preparing a financial plan, is alien to 
them.  Secondly, formal credit markets tend to fail the poor due to the collateral 
requirements that the poor cannot satisfy and due to the belief that the incentives to repay 
for the poor are limited given the associated asymmetric information and high monitoring 
costs of micro individual borrowers (Hulme and Mosley 1996; Ray 1998).   
 
As of the close of the year 2007, the Microcredit Summit Campaign approximately registered 
154.8 million microfinance clients (two thirds of whom were women) served worldwide by 
over 3,350 institutions. Of these clients, 106.6 million are reported as being in the bottom 
half of those living below their nation’s poverty line or living in households earning under $1 
per day per person (Armendariz and Morduch 2010:3).  
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Table 3 Growth of Microfinance Clients Since 1997 
 
Date  Number of 
reporting 
institutions 
 Total number of 
clients 
 Number 
of 
poorest 
clients 
 % of 
poor 
clients 
12/31/1997  618                13,478,797   7600000  56 
12/31/1998  925                20,938,899   12221918  58 
12/32/1999  1065                23,555,689   13779872  58 
12/31/2000  1567                30,681,107   19327451  63 
12/31/2002  2186                54,932,235   26878332  49 
12/31/2002  2572                67,606,080   41594778  62 
12/31/2003  2931                80,686,343   54785433  68 
12/31/2004  3164                92,270,289   66614871  72 
 
Source: Hartarska and Holtman (2006)  
As earlier explained, it is an open secret that in most microfinance programs, preference 
goes to women. This tendency is behind different assumptions, perceptions and beliefs 
despite the fact that poverty knows no boundaries, race, gender, sex, religion among other 
parameters. Numerous, but debatable and questionable, explanations have been put 
forward by the microfinance providers along this subject. Mawa (2008:88) argues that 
historically  women have been harassed by many social ills, such as early marriage, excessive 
child bearing, illiteracy as well as unemployment hence necessitating the microfinance 
institutions to focus more on them by offering small loans (not handouts) to foster small-
scale entrepreneurial activities. Leach and Sitaram (2002: 575) note the following as some of 
the reasons why women are most targeted by microfinance programs:  
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a. Women are disproportionately represented among the poorest in society and need 
more help than men in securing sustainable livelihoods.  
b. Women are always discriminated against in the formal labour market and in turn are 
usually obliged to seek an income on the margins of the economy in the informal 
sector.  
c. Majority of women are heading households and are increasingly becoming heads of 
households as a result of economic recession, changing labour needs, increasing 
urbanization, and the break-up of extended family structures.   
d. In some male-headed households, women are now the main source of income.  
e. Women-headed households are usually more vulnerable in times of crises, as they 
have fewer resources to draw upon. 
f. repayment rates on loans and contributions to family well being are often higher 
among women than men. 
 
While some of these arguments develop purely from a gender perspective, some of them do 
so from microfinance enterprises’ and donors’ standpoints. For instance, microfinance 
initiatives target women clients either for poverty reduction reasons or because women are 
more conservative in their investment behavior, have no access to other sources of credit, 
are willing to attend group meetings , comply with savings and loan terms, and tend to have 
higher repayment rates.  
From the donors’ standpoint, it is recognized that this is done in tandem with the millennium 
development goals (MDGs) as women are viewed to be the main brokers of health and 
education; for empowerment concerns, and gender equity  concerns (Armendariz 2005).  
However, other schools of thought make it clear that, along with the usual risk of business 
failure, the provision of microfinance to women also presents a number of pitfalls in terms of 
its impact on gender relations since in some cases, it breeds and increases domestic 
violence. For instance, women risk exclusion and alienation by male relatives who are used 
to fulfill the economic role in the household.  Male counterparts may refuse women the 
support they need to ensure that their micro enterprises grow, or may even actively 
undermine or sabotage their activities.  
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On the other hand, if the household is the target of assistance, men are likely to take control 
of all the resources and women gain nothing or they may be even further marginalized in 
decision making.  
To address these gender concerns, Chant and Gutmann (2000:4) point out that the recent 
interest surrounding men and masculinities in development raises questions about how 
gender can be made an issue for men as well as for women, without marginalizing women in 
the process. This has over the past decade or so become a familiar question for development 
agencies: how to empower women without antagonising men? Increasingly, we also have to 
ask: how to assist the growing numbers of men who are also poor, vulnerable, and 
marginalized? (Leach and Sitaram 2002: 575).  
 
In summary, all these questions call for a strong need of making the poverty subject to be at 
the core of development policy and other initiatives if sustainable development, that is, 
development that meets the needs of the present without compromising the ability of 
future generations to meet their own needs, is to be achieved. 
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3.4.1 Microfinance and poverty reduction landscape 
 
Microfinance has a very important role to play in development according to proponents of 
microfinance. The United Nations Capital Development Fund (2004) states that studies have 
shown that microfinance plays three key roles in development, namely: helping the very 
poor households meet basic needs and protecting them against risks, improving household 
economic welfare, and empowering women by supporting women’s economic participation 
and thereby promoting gender equity.   
 
However, not all commentators are as enthusiastic about the role of microfinance in 
development, and it is important to realize that microfinance is not a silver bullet when it 
comes to fighting poverty (Wrenn 2005). Evidence from the literature so far reviewed has 
demonstrated polarization between skepticism and optimism of commentators on the 
microfinance efficacy on poverty reduction at all assessment levels: individual, household, 
enterprise and community.  
 
Poverty is more than just a lack of income as Wright (1999) proved by stating that there is a 
significant difference between increasing income and reducing poverty. He argues that by 
increasing the income of the poor, MFIs are not necessarily reducing poverty. Poverty 
reduction remains a dependent function on the use of money by the poor hence focusing 
solely on increasing incomes is not enough (Wrenn 2005). Therefore, there is a strong need 
for MFIs to focus on helping the poor to “sustain a specified level of well-being” by offering 
them a variety of financial services tailored to their needs so that their net wealth and 
income security can be improved” (Wright 1999:40 quoted by Wrenn (2005). However, this 
study concentrates on the household levels since its assessment forms the core and the 
basis of this study. Wrenn (2005) argues that it is commonly asserted that MFIs are not 
reaching the poorest in society. However, despite some commentators’ scepticism on the 
impact of microfinance on poverty, studies have shown that microfinance has been 
successful in many situations. Wrenn quotes Littlefield, Murduch and Hashemi (2003:2) who 
claim that “various studies … document increases in income and assets, and decreases in 
vulnerability of microfinance clients”.  
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Here, Murduch and Hashemi  refer to projects in India, Indonesia, Zimbabwe, Bangladesh 
and Uganda which all show very positive impacts of microfinance in reducing poverty. For 
instance, a report on a SHARE project in India showed that three-quarters of clients saw 
“significant improvements in their economic well-being and that half of the clients 
graduated out of poverty” (2003:2).  
 
Wrenn (2005) illustrates the various ways in which “microfinance, at its core combats 
poverty”. Wrenn states that microfinance creates access to productive capital for the poor, 
which together with human capital, addressed through education and training, and social 
capital, achieved through local organization building, enables people to move out of poverty. 
By providing material capital to a poor person, their sense of dignity is strengthened and this 
can help to empower the person to participate in the economy and society (2005). 
Furthermore, Wrenn quotes Dichter (1999:26) who states that microfinance is a tool for 
poverty reduction and while arguing that the record of MFIs in microfinance is “generally 
well below expectation” he does concede that some positive impacts do take place. From a 
study of a number of MFIs he states that findings show that consumption, smoothing effects, 
signs of redistribution of wealth and influence within the household are the most common 
impact of MFI programmes. 
 
Sihna (2003) attests to the positive and successful effects of microfinance on poverty 
reduction at both individual and household levels in India. The following indicators were 
used to study poverty reduction in client households: asset formation (including savings), 
diversification of livelihoods, reduced dependency on costly financial sources, and ability to 
send children to school.  However, Sihna’s results did not support the hypothesis that 
microfinance enables clients to take advantage of educational opportunities for their 
children. Child school attendance rates were similar for clients and non-clients (85% at 
primary level, 44% at secondary level – and higher for boys than for girls in both types of 
household!). Microfinance interventions have also been shown to have a positive impact on 
the education of clients’ children.  
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By contrast, Nudamatiya, Giroh and Shehu ( 1995), after conducting a study in Adamawa 
state, Nigeria, and Littlefield et, al as quoted by (Wrenn 2005) challenge this assertion and 
state that one of the first things that poor people do with new income from microenterprise 
activities is to invest in their children’s education. Furthermore, they assert that children of 
microfinance clients are more likely to go to school and stay longer in school than for 
children of non-clients.  
 
Hulme and Mosley (1996) while acknowledging the role microfinance can have in helping to 
reduce poverty, concluded from their research on microfinance that “most contemporary 
schemes are less effective than they might be” (1996:134). They state that microfinance is 
not a panacea for poverty-alleviation and that in some cases the poorest people have been 
made worse-off by microfinance. 
 
By contrast Hulme and Mosley (1996) also further argue that well-designed programmes can 
improve the incomes of the poor and can move them out of poverty. They state that “there 
is clear evidence that the impact of a loan on a borrower’s income is related to the level of 
income” as those with higher incomes have a greater range of investment opportunities and 
so credit schemes are more likely to benefit the “middle and upper poor”. However, they 
also show that when MFIs such as the Grameen Bank and BRAC provided credit to very poor 
households, those households were able to raise their incomes and their assets (Wrenn 
2005). Furthermore, they show that when loans are associated with an increase in assets, 
when borrowers are encouraged to invest in low-risk income generating activities and when 
the very poor are encouraged to save; the vulnerability of the very poor is reduced and their 
poverty situation improves.  Besides, Rogaly (1996:109-10) finds five major faults with MFIs, 
namely: a single-sector approach to the allocation of resources to fight poverty, 
microcredit’s irrelevance to the poorest people, use of over-simplistic notion of poverty and  
over-emphasis on scale,  and development of inadequate learning and change. 
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Robinson (2001) as quoted by Wrenn (2005) also notes in a study of 16 different MFIs from 
all over the world that having access to microfinance services has led to an enhancement in 
the quality of life of clients, an increase in their self-confidence, and has helped them to 
diversify their livelihood security strategies and thereby increase their income. Besides, 
Mayoux (2001) states that while microfinance has much potential the main effects on 
poverty have been credit making a significant contribution to increasing incomes of the 
better-off poor, including women, and microfinance services contributing to the smoothing 
out of peaks and troughs in income and expenditure thereby enabling the poor to cope with 
unpredictable shocks and emergencies.  
 
3.5 Historical context of Microfinance in Malawi  
 
Wrenn (2005) claims microcredit and microfinance to be relatively new terms in the field of 
development, first coming to prominence in the 1970s. Prior to then, from the 1950s 
through to the 1970s, the provision of financial services by donors or governments was 
mainly in the form of subsidized rural credit programmes. These often resulted in high loan 
defaults, high losses and an inability to reach poor rural households (Robinson 2001). 
However, the 1980s represented a turning point in the history of microfinance in that MFIs 
began to show that they could provide small loans and savings services profitably on a large 
scale. They received no continuing subsidies, were commercially funded and fully 
sustainable, and could attain wide outreach to clients (Robinson 2001).  
 
According to Chirwa (2002:4) Credit outside the formal and informal financial systems in 
Malawi pre-dates the colonial era when the Nyasaland African Loans Board was established 
to offer cash or in kind the (seeds and fertilizer) to Malawian farmers in 1958. Two main 
rationales for investing in microfinance have been singled out: first as being part of 
integrated programmes for poverty reduction for poor households, and secondly as a means 
of providing financially self-sustainable programs that increase access to finance for large 
numbers of poor people (AusAID 2008).  
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However, the first and foremost objective of microfinance has been outlined as being 
poverty alleviation. Against backgrounds of poverty, several programmes have been 
implemented by the Malawi Government, local and international non profit and non-
governmental organizations in targeting the most vulnerable groups.  
 
Since the 1990s, the Malawi Government proposed microfinance in its Policy Framework for 
the Poverty Alleviation Programme (PAP) as one of the core strategies in its quest for 
poverty reduction. Consequently, new credit facilities were created by the government, 
some of which s received funds from external agencies such as the World Bank, apart from 
the nongovernmental and private institutions.  
 
Loans were delivered to small groups for farming activities, such as the acquisition of 
agricultural inputs and for small-scale trading activities (Disney, Fichera and Owens 2008). 
These interventions include, but are not limited to, the provision of farm input credit, 
provision of credit for income generating activities, food for work programmes, public works 
employment programmes and the provision of financial services through microfinance 
institutions and organizations, among others. This follows the assertion that one major cause 
of poverty in developing countries is lack of access to productive capital, with formal 
financial institutions mostly excluding the poor in their lending activities (Chirwa 2002:1).   
 
In 1989, Malawi witnessed the establishment of a parallel rural finance institution, the 
Malawi Mudzi Fund (MMF), a replica of the Grameen Bank of Bangladesh, as a pilot project 
in Machinga and Mangochi district which became operational in 1990. Financial services 
were offered to a group of five women, with five groups forming a Mudzi Centre. The 
activities of MMF lasted up to 1994 and its operational activities were integrated into a new 
institution, the Malawi Rural Finance Company (MRFC). In 1994, Malawi adopted a 
multiparty system and a strategy to eradicate poverty. The continued growth of the 
microfinance industry coupled with its role in the development of the micro and small scale 
enterprises in Malawi prompted the government to address the questions about a conducive 
environment for promoting the industry. A regulatory framework process to promote best 
practice approaches in the provision of financial services to the poor became a priority.  
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A  consultative process of developing a microfinance policy and the regulatory framework 
was embarked on in 1997 with the National Forum on Microfinance and the subsequent 
establishment of the Task Force on Microfinance in 1998 (Chirwa 2002:8). 
 
The processes of ensuring policy and regulatory environment for microfinance in Malawi 
enjoyed a snail pace but continued until the year 2002, when the Malawi microfinance policy 
saw the light and got approved by the Malawi Government.  Down the line, this was later 
followed by a Microfinance Act of 2010 for regulating the operations of microfinance 
institutions. This enhanced a substantial increase in microfinance institutions-designated 
financial institutions dedicated to assisting small enterprises, the poor, and households who 
have no access to the more institutionalized financial system, in mobilizing savings, and 
obtaining access to financial services (Yulek, Basu and Blavy 2004:3).  These institutions 
raised people’s expectations on poverty reduction since the existence of microfinance 
programs has been touted as a magic bullet for empowerment and poverty reduction 
(Kabeer 2009:4709). However, only few institutions are providing financial services on 
sustainable basis.  
 
The majority of Malawians in both rural and peri-urban areas remain completely cut off from 
the limited banking services and access to financial resources. Moreover, poverty estimates 
still stand at almost 70 per cent of the population below the national poverty line in country 
population estimated at 15,879,252 (International Fund for Agriculture Development 2007).  
 
To date, over 21 Microfinance Institutions (MFI) have already registered with Malawi 
Microfinance Network (MAMN 2011) which was established in July 2000, (Chitambo and 
Maganga 2008) and is the only professional registered body with the objective of 
developing, promoting, coordinating and regulating micro finance activities among member 
institutions.  These registered entities include NGOs, credit unions, cooperatives, private 
commercial banks and non bank financial institutions and parts of state owned banks (Mawa 
2008:876) which are operating in various geographic areas and outreaching the  few of the 
majority poor Malawians.  
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The acclaimed proliferation of the MFIs according to Chirwa (2002) is attributed to several 
developments. First, the development goal focused on poverty alleviation in 1990 following 
the implementation of Social Dimensions of Adjustment program and the multiparty 
democracy system. The realization that structural adjustment programs need to have a 
social dimension implied that interventions in markets were failing the poor. Second, the 
international popularity of the Grameen Bank and other microfinance institutions in Asia and 
Latin America in breaking the barriers to financial services for the poor provided the impetus 
for replication in other countries.   
 
3.6 Conclusion 
 
In summary, this chapter has reviewed the selected available documents/literature - both 
published and unpublished - on the research topic. The chapter among others presented the 
key definitions of microfinance and poverty, explained on the origins of microfinance, 
microfinance outreach, microfinance and poverty reduction landscape and the historical 
context of microfinance in Malawi. However, the reviewed documents so far have 
demonstrated polarization between skepticism and optimism among commentators on the 
efficacy of microfinance on poverty reduction at all levels of assessment: individual, 
household, enterprise and community. For instance, Hulme and Mosley (1996) argue that 
well-designed programs improve the incomes of the poor and can move them out of 
poverty. However, Wrenn (2005) whilst accepting that microfinance may reduce poverty, 
argues that MFIs are not necessarily reducing poverty since poverty reduction remains a 
dependent function on the use of money by the poor.  The next chapter, Chapter four, 
concentrates on the research design, methodology and limitations of the study. 
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CHAPTER 4: RESEARCH DESIGN AND METHODOLOGY 
 
 
4.0 Introduction 
This Chapter presents the research design and methodology which guided the investigator in 
the process of collecting, analyzing, and interpreting observations. The chapter has outlined 
the research approach, scope and scale of the research, research design and specific 
methods, sample size, sampling techniques, ethical considerations and limitations for the 
research, among others. 
  
4.1 Research Approach 
The concept of poverty is complex, multidimensional and strongly influenced by local 
cultural and socioeconomic conditions (CGAP 2003). To gain a deeper understanding on the 
assessment of microfinance efficacy on poverty reduction, the study employed indicator-
based method and other quantitative approaches in collecting and interpreting the research 
data. Therefore, a quantitative approach emanating from the scientific paradigm has been 
used. However, in exceptional scenarios and where quantitative approaches proved 
inadequate, qualitative means were applied to explore characteristics of poverty not easily 
captured in cross-sectional quantitative surveys. 
 
4.2 Sample Size 
The question of how many respondents should be sampled for the research findings to be 
close to the true population attributes remains debatable. While there is general consensus 
that the bigger the sample size, the higher the probability that the findings will be close to 
the attributes of the true population, the ideal situation would involve interviewing the 
whole population. However, this is not feasible due to financial constraints, among other 
reasons.  
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Therefore, the sample size of this study was calculated based of the following formula 
(Health and Social Care Information Centre, 2009): 
 
 
Where: 
 Value of the statistic you are estimating (possibly 95% confidential interval); 
 Number of returned questionnaires (which is unknown); 
 Size of the population you are surveying  
 Number of questionnaires to be sent out/used (our sample size) 
 Response rate (this shall be assumed to be at 90%) 
Using the two equations above, the threshold sample size of the research needed to enable 
the investigator obtain estimates that were close to the true population (at 95% confidence 
interval) is 606 as calculated below 
 
n=1.962 *0.5*5901(1-0.5) 
0.042*5901+1.962*0.5(1-0.5) 
 
n =545 
 
c=545/0.9 
 
c=606 
 
Basing on the threshold of 606 determined from the statistical equations highlighted above 
(1, 2, 3 and 4), plus the budget constraints, the research sample remained 610.  
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4.3 Scope and scale  
 
The study was conducted in Dedza district, Malawi. Clients were purposively drawn from 
Bembeke, Mlangali, Kanyama, Mcheneka, Chimbiya, Kapesi, Thete, Linthipe Mwenje, 
Kabwazi, Chitundu and Chiphazi business sections within the geographical operations of the 
identified MFI in Kasumbu business area. To determine how many should be sampled from 
each business section, the total number of clients found in each section against the total 
sample of 610 was considered and a RAP A8 sampling tool for 2009-10 developed by NHS 
Information centre (www.ic.nhs.uk/webfiles. Accessed on 13 November, 2012) was used as 
highlighted below.  
 
Table 4: Sampling Framework for the research business sections 
Name of Section Population of clients Weight Sample size 
Bembeke 411 0.069649212                         42  
Mlangali 324 0.054905948 33 
Kanyama 478 0.08100322 49 
Thete 492 0.083375699 51 
Kapesi 448 0.075919336 46 
Chimbiya 790 0.133875614 82 
Mcheneka 506 0.085748178 52 
Mwenje 521 0.08829012 54 
Chiphazi 575 0.097441112 59 
Linthipe 391 0.066259956 40 
Chitundu 424 0.071852228 44 
Kabwazi 541 0.091679376 56 
Total   5901 1                      610  
 
Currently the identified MFI remains the highest with clientele base providing microfinance 
services within and beyond trading centres and the hard to reach areas of Dedza district. The 
district and the MFI were chosen based on resource constraints grounds attached in 
conducting the survey.  
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Furthermore, the mere fact of undertaking the study using respondents with similar 
attributes, from the same geographical area and benefiting microfinance services from one 
MFI helped in triangulation and validation of the study results.  
 
Dedza district is in the central region of Malawi: a landlocked country south of the equator in 
Sub-Saharan Africa. The country is bordered to the north and northeast by Tanzania; to the 
east, south, and southwest by Mozambique; and to the west and northwest by Zambia.  
Dedza borders Lilongwe, Malawi’s capital city, to the North, Salima district to the North East, 
Mangochi district to the East, Ntcheu district to the South and finally Mozambique to the 
west. Dedza has a projected population of 624,445 of which 97% live in the rural areas (NSO 
2008). Annual growth rate is estimated at 1.5% and the district has 8 Traditional Authorities 
of Kachere, Kamenyagwaza, Kachindamoto, Kasumbu, Kaphuka, Tambala, Chilikumwendo 
and Chauma with a total of 2002 villages. The district shares the entry and exit boarder to 
and out of Malawi through Mozambique to other SADC countries as shown below.  
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Figure 4 Map of Malawi Showing Location of Dedza District 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Source: Garbardeen 2008. 
 
4.4 Sampling Design 
 
Sampling is a process of systematically selecting cases for inclusion in a research project 
(Neuma 1997:201). In order for the sample to be representative of the population, this study 
employed a multi-level cluster sampling technique.  The first stage involved purposive 
sampling of one MFI operating in Dedza district which exists to reduce poverty among its 
clients. Find below the generic geographic units of the purposively sampled MFI. 
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Figure 4.1 MFI organizational and geographical Units  
 
 
 
The chosen MFI is headquartered in Dedza district and has more than 7 years of providing 
microfinance services. 
 
The second stage involved the purposive sampling selection of the Kasumbu business area at 
the district level. It should be highlighted that rarely does MFIs possess more than three 
business areas within one district. To avoid getting distorted information with regard to 
respondent’s poverty, well being and livelihood status, the unit of household was chosen to 
be the basic sampling unit of study. This followed the assertion that much of an individual’s 
wealth is shared with and influenced by the household in which the individual lives. The 
sampling of non client households ensured that no household member is a current or past 
client of the microfinance institution that was assessed.  
 
The third stage involved selection of business sections as highlighted above where the 
selected MFI operates. The information was sourced from the records of the MFI. Later, the 
process was followed by a probability proportionate to size sampling in the selection of 
clients groups and determination of the client household respondents from the registers of 
the MFI. Such information registers were readily available from the business area/district 
managers and the field office workers of the identified MFI.  
 
1-Head Office 
2- Regional Office  
4- Field Office/Agent(s)/Business Section(s) 
3- Branch/District/Business Area(s) 
 
Assessment of Microfinance Efficacy on Poverty Reduction in Malawi With 
Reference to Dedza District. 
  66 
 
It should be noted that non client household respondents were only those who were 
financially excluded or low income people, people who had already undergone the training 
or had been accepted by the microfinance institution but had not yet taken a loan, such that 
no impact of the loans upon them was registered at both individual and household levels in 
as far as poverty reduction was concerned.   
 
Those deemed as MFI client households for the study were only those that had taken at 
least a loan from the MFI for the past one year or the past 9 months. The control group was 
composed of non-clients selected from the same geographical area where the MFI client 
households were residing. The control group/non client household constituted only newly 
recruited clients joining the identified MFI, such that their poverty status levels and living 
standards were not yet affected by their participation in microfinance services offered by the 
identified MFIs.  
 
In exceptional scenario and where it was difficult to get those who had not yet received a 
loan, only those clients that received a first loan only within the past one or two months 
were considered.  
 
Figure 4.2 below shows the detailed sampling schematic structure employed for the 
research. 
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Figure 4.2  Sampling design schematic structure 
 
 
 
 
4.5 Data collection and instruments 
 
For the purposes of obtaining information for the study, the researcher undertook the 
survey research at client’s household level using a standardized questionnaire (see in the 
appendix). However, the questionnaire was customized to fit the localized setting or 
conditions. Firstly, the investigator assessed the local perceptions of poverty to see how 
these aspects were addressed in the standard questionnaire. The local poverty definitions 
were discovered informally through discussions with area residents or MFI field staff and 
clients.  Straightforward questions helped to uncover how the local population distinguished 
between the poorest, the poor, and non poor. Documenting the local poverty perceptions 
helped to interpret the assessment results within the local context.  
 
 
1-Purposive sampling of the Dedza district 
2- Purposive sampling of the MFI  
5-Random sampling of clients groups and clients 
and non clients 
4- Purposive sampling of the field offices to 
draw client groups and clients as respondents 
3- Purposive sampling of Kasumbu business 
area(s) 
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4.6 Data Analysis 
 
The collected data was analyzed through a statistical package, SPSS. Each household was 
assigned a score after completing the assessment questionnaire and ranked according to 
levels of poverty. The MFI client households were asked to mark their current status on a 
scale of the poverty index against the established poverty indicators or variables. The scores 
for each variable when added together produced an aggregate score for each client. Each 
client’s score from the completed assessment sheet was entered into a data analysis 
package for analysis. This enabled the researcher to establish the scores and mean for each 
group clients and classify the results into different poverty categories, as well as to analyze 
various statistical relationships. The client profile established from the exercise was 
threefold: the poorest, the poor, and the non-poor. However, qualitative content was also 
obtained from the personal interviews and through participant observation of both the MFI 
clients and non clients. 
 
4.7 Limitations of the research  
 
There were some limitations the research in general faced. One of the major challenges was 
to come up with perfect control group or baseline information which could be used to assess 
the poverty changes. Unfortunately, no group of people can gain anything from being 
monitored for the impact on them of not being beneficiaries of an intervention. However, 
the research tried to address this limitation by ensuring that the control group was 
composed of non-clients selected from the same geographical area where the MFI client 
households are residing and constituted only the newly recruited MFI clients such that their 
poverty status levels and living standards had not yet been affected by their participation in 
microfinance services offered by the identified MFIs.  
 
Another limitation of the research was the difficulty in being able to attribute any change 
that was found among the MFI clients to the microfinance intervention. Life changes may be 
dwarfed or negated by other factors in the local context or by macro-economic or political 
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changes. Furthermore, peoples actions whether freely chosen or not, can also enhance or 
diminish their poverty levels. 
 
Another limitation was lack of financial muscle to conduct the research more especially to 
reach out to many respondents as much as possible in administering the questionnaire. This 
defeated the research consensus that the bigger the sample size, the higher the probability 
that the findings will be close to the attributes of the true population. However, this 
challenge was solved by ensuring that only the number of respondents calculated based on 
the statistical formula explained in section 4.2 were reached. However, the investigator is 
confident that this did not negatively affect the study’s findings.  
 
4.8 Ethical Considerations 
Before proceeding to the process of data collection, the study ensured that the fundamental 
ethical principles were applied and considered. This was attested by the results from the 
Nelson Mandela Metropolitan University research ethics committee (human). The ethical 
consideration was useful to the investigator to have due respect for the research subjects in 
the areas of dignity, confidentiality, justice, anonymity and avoidance of psychological and 
physical harm throughout the study. It was also useful to the researcher to exercise the 
highest level of professionalism and maintain the confidence of the subjects with a sense of 
societal, cultural and religious sensitivity and responsibility through out the study.  
4.9 Conclusion 
 
In summary, this chapter has outlined the research approach, scope and scale of the 
research, sample size, design, data collection and instruments as well as methods of 
analyzing the data and ethical considerations. The next chapter, which is Chapter 5, presents 
the research findings and discusses the results. The findings have been in line with the 
research objectives outlined in chapter 1. 
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CHAPTER 5: PRESENTATION OF RESEARCH FINDINGS AND DISCUSSION 
5.0 Introduction 
Building on the previous chapters, this chapter reports the findings obtained during the data 
collection exercise with reference to the research objectives. However, based on extensive 
analysis, a list of specific indicators ranked according to the selection criteria above was 
established to capture common characteristics of poverty rather than to describe the causes 
of poverty. The investigator spoke with MFI client households and non client households in 
the beneficiary communities accessing microfinance services to reconstruct how they define 
and perceive poverty based on the indicators tracked from the literature review to fit in the 
local perceptions. The indicators went through a series of filters to ensure that the results do 
not represent a distorted measure of poverty as being reduced by microfinance. Eventually, 
the following types of proxies were selected: (1) demographic characteristics of a household 
and its members (e.g., family size, age, and number of children), (ii) quality of housing (e.g., 
walls, roofs, access to water), (iii) wealth (e.g., type, number, and value of assets), (iv) human 
capital (e.g., level of school education and occupation of household members), (v) food 
security and vulnerability (e.g., hunger episodes in last 30 days and last 12 months, types of 
food eaten in last two days), and, finally, the  (vi) household expenditures on clothing and 
footwear (poverty benchmark). 
 
5.1 Demographic characteristics  
 
The following sections report general/demographic data with respect to the identity of the 
respondents completing the questionnaire (MFI client households or non client households): 
gender, age group, marital status, status of household head, educational level, and the type 
of main occupation. 
5.1.1 Identity of respondent households 
As pointed out earlier, the study engaged both MFI client households and non client 
households from the beneficiary communities to establish the common characteristics of 
poverty rather than to describe the causes of poverty in poverty and in the process deduce 
the microfinance efficacy on poverty reduction.  
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Figure 5.1 below indicates that 299 respondents (51%) were MFI client households while 287 
respondents (49%) were non client households. This means there was a good balance 
between MFI client households and non client households in the sample such that the 
results of the study could not be affected. This position is in contrast to the recommendation 
that a 2 to 3 ratio of clients to non client households is ideal since the larger sampling size for 
non client households captures the presumably larger variance among non client households 
with respect to any poverty indicator than exists among clients (CGAP 2003:37). However, 24 
questionnaires were returned representing 4% as null and void. 
 
Figure 5.1 Identity of respondent households participated in the research 
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5.1.2 Respondents by Gender /Sex 
 
As shown in Figure 5.1a below, in both cases women constitute the majority of the 
respondents 79% and 67% for MFI client and non client households, respectively. Men 
constitute 21% and 33% for both MFI client and non client household respectively. The 
results suggest that women participants in microfinance are in majority and that most 
microfinance institutions’ preference goes to women for different reasons, one of them 
being efficiency in implementation rather than concern for women’s empowerment. Other 
arguments highlight that it is because women suffer discrimination in the market, are seen 
as accessible (being at home during working hours) and more likely to respond repayment 
on time, are more pliable, patient than men and are cheaper to service (as mainly female 
staff can be hired) among other reasons. 
 
Figure 5.1a Respondents description by Gender 
 
 
The findings also revealed that 30% of the MFI client households were headed by women 
regardless of their being married. By contrast, none of the women respondents from non 
client households was heading a household. The findings among others, suggest that 
microfinance empowers women and reduces poverty if viewed as powerlessness whether in 
absolute sense or in relation to others as Johnson and Rogally (1997:10) argue.  
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Defining poverty in terms of power relations implies that assessment of microfinance 
interventions efficacy on poverty reduction should focus on their influence on social 
relations and the circumstances which produce them. 
5.1.3 Respondents marital status 
 
Figure 5.1 b below presents that 73% and 93% of the MFI client households and non client 
households are married. By contrast, only 5% and 7% respectively are divorced or single. This 
confirms the segregation that arises where clients are self selecting their group members. 
The borrower’s marital status is anticipated to lower the likelihood of default. Working 
spouses are believed to generate an independent income, thus increasing the financial 
resources available to service the loan, in contrast to borrowers who are single, divorced or 
widowed, where there are no supplementary earnings. 
 
This assertion is also proved through the results whereby those clients whose spouses were 
away but contribute to the running costs of the household are in majority that is 11% of the 
MFI client households, as opposed to those who were separated or single who constituted 
only 5% of the respondents.  It may be argued, therefore, that marital status matters when it 
comes to who will access the microfinance services despite the fact that the client groups 
are self selected. Married individuals are in majority and seem to get much preference in the 
provision of microfinance services as the findings confirm. However, this pattern might be a 
result of institutional preference. It appears that married individuals are relatively reliable 
and less risky in as far as defaulting in servicing the loan is concerned. This follows their 
support to each other to service the loan unlike those who are single.  
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Figure 5.1.b Respondents description by marital status. 
 
 
5.1.4 Respondents Education Levels 
 
Figure 5.1b below breaks down respondents by education levels. Education is believed to be 
the backbone of development of any country since only well educated people can grasp well 
the ideas required to develop a nation. Those who could not read and write are 6% and 23% 
for the MFI client households and non client households, respectively. 
 
Those who attended primary education accounted for the largest percentage in both MFI 
client households and non client households, constituting 88% and 54% respectively. The 
findings confirm the World Bank (2006) report that Malawi’s rates of illiteracy are below the 
average at SADC level. It may also be supposed that most MFI relies on social collateral or 
group solidarity and demand that at least for each group there should be members who can 
read and write.  It appears that most illiterate people shun joining the self made groups due 
to self discrimination (since not all adults would self expose or allow others to know that 
they are illiterate) and this may have contributed to the minority of the respondents. In 
addition, the IMF (2004) argue that group lending schemes have been overly conservative in 
risk taking, selecting only the fastest projects. 
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The primary school dropouts constitute the majority of the client respondents because most 
of them are unemployable and it is only small business which provides them solace as far as 
earning a living is concerned. Even if they were to get employed as casual or domestic 
workers their wages would be by far out weighed by the profit margins they would have 
made from small businesses. Furthermore, they are seen as accessible (being at home during 
working hours) and are mostly targets for most MFIs. The findings also highlighted that the 
secondary attendees are also in minority at 6% and 23% for MFI client households and non 
client households. This may be the case because most of them expect/hope to be employed 
and have access to salaried job. This follows the low education levels prevailing in the 
country in general whereby a secondary school attendee can have access to a good salaried 
employment.  
 
Furthermore, the findings also revealed that in both cases of respondents from the MFI 
client households and non client households none of the respondents reached tertiary level 
of education. This may be interpreted as pointing to the fact that most university graduates 
are not isolated from the formal financial systems and have access to more deposit and 
credit facilities and other financial services provided by formal financial institutions than can 
be provided by an MFI. It seems most secondary and university attendees and graduates 
tend to get formal employment and the employer guarantees their loans. Furthermore, it 
appears that they are also very familiar with, and could easily grasp, the bank operations and 
procedures compared to the primary school dropouts and those who have never attended 
any formal school. 
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Figure 5.1c Respondents description by education levels 
 
 
5.1.5 Conclusion 
 
The dominant characteristics of the sample can be summarized as follows: 
a) The sample comprised of 51% MFI client households, while 49% were non client 
households.  
b) Women constituted the majority of the respondents, up to 79% and 67%, whilst men 
constituted 21% and 33% respectively for both MFI  client households and non client 
households 
c)  30% of the MFI client households were headed by women, not their spouses. By 
contrast, none of the women respondents from non client households was heading a 
household.  
d) 73% and 93% of the MFI client households and non client households were married. 
By contrast only 5% and 7% respectively were divorced or single.  
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e) Those who had never attended school and could not read and write accounted for 
6% and 23% for the MFI client households and non client households, respectively, 
while those who attended primary education accounted for the largest percentage in 
both MFI client households and non client households, 88% and 54% respectively. 
The secondary school attendees were also in minority, that is, 6% and 23% for MFI 
client households and non client households, respectively. 
 
5.2 The local indicators/perception of poverty reduction  
There are several ways of determining how microfinance programs reduce the poverty of its 
beneficiaries at the household level. As earlier highlighted on the alternative approaches to 
assessing poverty, this research employed indicator-based method to assess poverty at the 
household level for both MFI client and non clients. A wide range of indicators obtained 
through intensive literature review were customized through the local perception of the 
research beneficiary communities on poverty. Multiple dimensions of poverty and their 
implications were captured through food, housing/dwelling, assets and coping strategies (in 
times of shocks and disaster) related indicators. Jointly with the respondents, the 
investigator confirmed that the above indicators reflected powerfully on the different 
dimensions of poverty for the respondents and proved to give credible information quickly 
and inexpensively.  Finally the collected information was aggregated into a single index of 
poverty showing the relative poverty between the MFI clients and non clients. Furthermore, 
it should be highlighted that one of the prime objectives of the study was also to assess the 
relative poverty between those participating in microfinance intervention or accessing the 
services and those not. To fulfill this, the researcher investigated the poverty levels through 
the following indicators as agreed by the respondents. 
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5.2.1   Reducing poverty through food consumption    
 
The research also investigated the MFI client households and non client households eating 
patterns because they constitute strong indicators of relative poverty and vulnerability. 
Generally, in Malawi, and in Dedza district, in particular, having three meals per day, that is, 
breakfast, lunch and supper, is usually a true reflection of the local eating habits for non 
poor families. Eating patterns can be affected by the relative poverty of a household in 
several ways. First, poorer households tend to consume food on a less regular basis than 
wealthier households and may eat lesser quantities per person. In some cases, poorer 
households may skip meals or eat smaller quantities at meals, either during particular 
seasons or on a more regular basis. Second, poorer households tend to consume more of 
less costly foods and less of more costly foods. Third, poorer households are often less able 
to purchase staple foods in larger quantities at more favorable per unit prices, or less able to 
maintain stocks of either homegrown or purchased staples.  
 
The research findings documented the quantity and frequency or regularity of food served 
regardless of being luxury or inferior foods by the household on a routine basis. An inferior 
food is the opposite of a luxury food. A clear signal that a food is inferior is when many 
households in a given area tend to avoid its consumption if they can afford an alternative. An 
inferior food is usually a cheap substitute for a standard staple, or a cheap item or dish to be 
served with a standard staple. The findings revealed that 50% of the MFI client households 
afford to have three meals, the first one being breakfast in the morning, lunch in the 
afternoon and supper in the evening. By contrast, only 7% of the non client households 
could afford three meals in a day, whilst the rest could afford two meals only, either 
breakfast and supper, or lunch and supper.  The research further identified and documented 
consumption of specific foods (nsima1 or rice served with meat, chicken, eggs and beans) 
that signal the spending power of the household. The findings revealed that only 20% and 
                                                   
1
 Nsima is thick starchy porridge made from corn, cassava, or other starch flour. It is the 
staple food in Malawi. 
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none of the MFI client households and non client households respectively, could afford such 
type of food for a minimum of two days in a week. 
 
Finally, the findings proved that only 10% of the MFI client households were able to 
purchase in bulk and maintain stocks of staple food (maize) and none from the non client 
households could afford this. This signifies that microfinance reduces poverty for 
beneficiaries relatively compared to non clients if poverty is measured based on food related 
indicators as explained above. Therefore, it may be summarized that MFI clients are 
relatively not poor as compared to non clients. 
 
5.2.2 Poverty reduction through dwelling structures 
 
The research also documented the findings on dwelling related indicators for the MFI client 
households and non client household respondents with a conviction that quality of housing 
is partially determined by the relative poverty of a household. Dwelling is hereby defined as 
all enclosed living spaces used by the family on a routine basis (CGAP 2003). Kyessi and 
Furaha (2010:182) argue that housing is considered as a key determinant of quality of life 
that can be measured at individual, household and community levels and human rights in 
the cycle of human life.  
 
The findings revealed that all respondents owned a house but the difference was grounded 
on the quality. 40% of the MFI client households’ dwellings had iron sheets as the roofing 
material and 95% owned a pit toilet respectively. By contrast only 21% of the non client 
households’ dwellings had iron sheets and 71% owned a pit toilet. 30% of the dwellings of 
MFI client households had cement flooring and exterior walls with brick and cement, whilst 
only 7% of the dwellings for the non client households had these as shown in figure 5.1d 
below.  
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Figure: 5.1d Respondents Quality of Housing 
 
 
 
The dwelling related results suggest that the quality of MFI client household dwellings is 
relatively superior to that for non client households, and the majority of the MFI client 
households possess and use the pit toilet facilities as relatively compared to non client 
households. If Kyessis and Furaha’s (2010:182) position that the housing conditions reflect 
clearly income status of the owner and any attempts to improve housing quality goes 
concurrently with improvement of income level and with economic development holds, then 
MFI  client households have relatively more income levels than the non client households as 
evidenced by the findings. The issues of piped water and electricity among others were not 
considered because in the geographical areas covered by the research, only boreholes are 
available and not electricity. According to the local MFI client households and non client 
households perceptions, a non poor household possesses a  house/dwelling that constitutes 
the following: own pit toilet, iron sheets as roofing material, the exterior wall is made up of 
brick and cement, has more than one rooms, the floor has cement. 
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5.2.3 Poverty reduction through accumulation of assets 
 
The research further assessed the accumulation of assets among the MFI client households 
and non client household respondents. According CGAP (2003) accumulation of assets is 
strongly influenced by household income levels. Poorer households use income to meet 
basic needs and have little extra to invest in durable assets. Therefore, measuring the value 
of certain types of consumer durable assets can signal differences in relative poverty, so that 
a complete valuation of all household assets is not necessary. The investigator held focus 
group discussions with a small number of both MFI client households and non client 
households within the beneficiary communities prior to the final administration of the 
questionnaire to customize well the types of consumer durable assets to signal differences in 
relative poverty.  As highlighted in table 5, the assets held by the respondents were grouped 
into five categories of livestock, area of land owned for agriculture, transportation, 
appliances and electronics and other itemized assets likely to be available per household. At 
the time of administering the questionnaire, MFI respondents were asked to explain 
whether they already owned the assets before accessing the microfinance services or 
afterwards. The findings revealed that 100% of the mobile phone holders purchased their 
phones after accessing the MFI loans. 
 
Table 5: Durable assets by respondents 
 
Asset Type 
Livestock Area of Land owned 
for agriculture 
Transportation-related 
assets 
Appliances and 
electronics 
 Cattle Less than 1 Acre Wheel barrow Television set 
Adult sheep, 
goats, and pigs 
1-2 acres Motorcycles Basic radio 
 Adult poultry 
and rabbits 
3-5 acres Bicycles Solar panel  
electricity 
Donkeys More than 5 acres Ox-Carts mobile/cell phone 
Other Assets 
Panga Knife Axe or sickle Chair table Chair sofa  
Hoe Treadle pump Bed and mattress Hands sprayer 
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5.2.3.1 Livestock as assets for relative poverty assessment 
 
As one way of comparative analysis on the relative poverty between those participating in 
microfinance and those who never participated, the research looked at the availability of 
livestock as part of the assets.  As shown in figure 5.1e below the findings proved that 83% 
of the MFI client households were in possession of adult sheep, goats, pigs, rabbits and 
poultry owned before they accessed the microfinance services. By contrast, only 50% of the 
non clients who participated in the survey revealed to rear the above livestock.  
 
Figure 5.1e: Livestock held by Respondents vis-à-vis poverty 
 
 
 
The above difference in margin between MFI client households and non client households 
who are rearing animals may prove the significance of microfinance services in form of 
loans. The MFI client households are in a better position since the loan they can obtain from 
the microfinance programs may be used for business purposes and assist them to solve 
some financial problems which may arise thereby avoid distress sale of livestock. On the 
contrary, the non client households may distressfully sale their livestock to make ends meet 
in times of crisis since they have neither business nor loan to rely upon. 
 
 
 
Assessment of Microfinance Efficacy on Poverty Reduction in Malawi With 
Reference to Dedza District. 
  83 
 
5.2.3.2 Size of Landholdings for cultivation by respondents vis-à-vis poverty 
 
The research also assessed the size of land cultivated by both MFI client households and non 
client household respondents annually. This follows the fact that Land ownership is a good 
indicator of wealth in many developing countries. This land refers only to the size (acres, 
hectares, or other measure) that is cultivated by all household members for their crops. The 
findings revealed that from less that one acre to two acres the MFI client households are in 
majority with a mean of 25%, unlike the non client households which stands at 13%. 
However, for more than three acres, the non client households represented the majority 
with an average of 25% whilst the MFI client households stand at 17%, see figure 5.1f below.  
 
Figure 5.1f Size of Land cultivated by the Respondent 
 
 
 
The above findings show that the MFI client households tend to have a reduced size of land 
for cultivation since they rely much on their businesses and they tend to spend much of their 
time on business than farming. Conversely, because they realize that their size of land is not 
enough for them to yield enough for their household that is why they joined microfinance 
programmes, such that they could supplement the difference through profits obtained from 
entrepreneurship. 
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5.2.3.3 Value of transportation related assets held by respondent’s vis-à-vis poverty 
 
The ownership of means of transportation can delineate differences in relative poverty. 
Those who can afford ox carts, bicycles, motorcycles, among others are considered a special 
class of people in as far as household income levels is concerned. Purchasing and 
maintenance of transport-related assets are strongly influenced by household income levels. 
Poorer households use income to meet basic needs of food, shelter, clothes and medication 
such that they have little extra to invest in purchasing and maintaining transportation assets.  
 
Figure 5.1g: Transportation related assets by Respondents. 
 
 
 
The above results proved that on average 42% of the MFI client households possess 
transport-related assets in contrast to non client households whose average remained at 
32%. Therefore, it may be summarized that the MFI client households are relatively better 
off in terms of poverty levels than the non client households. They do have extra money to 
invest in purchasing and maintaining transportation assets.  
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5.2.3.4 Value of appliances and electronics held by respondents’ vis-à-vis poverty 
 
The research singled out a mobile or cell phone, solar panel, radio and television set as good 
indicators for differentiating poverty levels for MFI client and non client households since it 
proves buying power of different households. The decision was arrived after conducting pre-
testing of the questionnaire within the respondent’s communities. The results show that 
50% and 75% of MFI client and non client households respectively are in possession of a 
radio. It should also be reported that it was very difficult to be specific on the type of the 
radio since during pre-testing exercise it proved that what matters in the beneficiary 
communities was a radio.  
 
Furthermore, 83% and 50% of MFI client and non client households, respectively, have 
mobile phones. Important to note is the fact that the MFI clients purchased the mobile 
phones after accessing to microfinance programs. 
 
Figure 5.1 h Appliances and Electronics Assets held by Respondents vis-à-vis poverty 
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5.2.3.5. Other Assets held by respondent’s vis-à-vis poverty 
 
 As shown in figure 5.1i, on average the MFI clients were in majority compared to the non 
clients in as far as possession of assets is concerned. The results showed the MFI client 
households to be relatively better off in terms of poverty and vulnerability when compared 
to non client households as they have extra money to invest in purchasing assets.  
 
Figure 5.1i other household assets held by respondents 
 
 
 
5.3 Coping mechanisms in times of shocks and disaster by Respondents 
 
Normally the poor households are extremely vulnerable to risk and external shocks. To 
differentiate further the relative poverty between the MFI client and non client household 
the research documented the differences of the coping strategies in times of shocks and 
disasters. The findings revealed that 86% and 80% of the non client household respondents 
could opt for continuous “ganyu” (piecework) and withdrawing of children from school 
respectively to cope up in times of shocks and disasters. However, no MFI client respondents 
opted for continuous piecework as a coping mechanism. Instead, 42% and 16% reported 
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distress sale of livestock and withdrawing children from school as coping strategies. The 
results prove that microfinance intervention offers another set of risk management and 
coping alternatives for MFI clients. 
 
Figure 5.1j  Coping strategies in times of shocks and disaster by respondents 
 
 
 
5.4 Validation of microfinance efficacy on poverty reduction 
As one way of assessing microfinance efficacy on poverty reduction, the research 
consolidated the above indicators’ results and grouped the MFI clients and non clients 
accordingly. Overall, the research also investigated and defined the poor within the 
respondents. This was done through creation of the poverty index by using participatory 
wealth ranking exercise to assign poverty–ranking scores to each of the respondent 
households into non poor, poor and poorest basing on the above explained indicators. The 
lower the score of the ranking the poorer the household relative to all others with higher 
scores. 
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 The scores of MFI client and non client households could be compared to indicate the 
extent to which the MFI reaches the poor.  The findings proved that MFI client households 
are relatively better off than non client households.  
As shown in figure 5.1k below, the findings showed that 40% of the MFI clients were non 
poor compared to only 20% of the non clients. Furthermore, 80% of the non clients showed 
that they were poor while for MFI clients, it was only 50% of the respondent. However, for 
both MFI client and non client household there was no representative in the poorest profile.  
Figure 5.1 k Respondents grouping into poverty strata 
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5.5 Conclusion 
 
As explained above, the results clearly show that MFI clients are relatively better off than 
non clients when their poverty levels are compared and assessed through the poverty 
indicator-based method in the following wide range of indicators: food consumption, quality 
of housing or dwelling structures, assets owned per household, and the coping strategies 
employed by the households in times of shocks and disasters. This reveals and underscores 
microfinance efficacy on poverty reduction. However, the findings have also shown that 
despite microfinance programs having a positive relationship with poverty reduction, 
targeted population by the MFI intervention excludes the poorest. 
 
The next chapter, Chapter six, which is also the final chapter of this paper, contains 
recommendations and general conclusion of the study. 
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CHAPTER 6: RECOMMENDATIONS AND CONCLUSION 
 
6.0 Introductions 
The rise of microfinance industry offers the potential to alleviate poverty and represents a 
remarkable accomplishment taken within historical context (Brau and Woller 2004). It has 
overturned established ideas of the poor as consumers of financial services and shattered 
stereotypes of the poor as not bankable. This chapter summarises the study’s findings on the 
assessment of microfinance efficacy on poverty reduction and proposes the strategies for 
microfinance to reduce poverty further. It also offers recommendations for future research.  
 
6.1 Microfinance efficacy on poverty reduction 
 
To contribute further to microfinance knowledge, this research endeavoured to explore and 
assess the microfinance efficacy on poverty reduction. The research critically analyzed 
whether poverty was indeed being reduced among microfinance client households relatively 
to non client households within the same geographical area. The findings have revealed and 
provided evidence on microfinance efficacy towards poverty reduction. The MFI client 
households used in the research proved to be relatively better off than non clients when it 
comes to poverty assessment using the indicator-based method in the areas of food 
consumption, quality of housing or dwelling structures, assets owned by the household, and 
the coping strategies employed by the household in times of shocks and disasters. This 
confirms literature review and the assertion that microfinance is the panacea to poverty 
reduction.   
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6.2 Recommendations  
 
One of the findings from the study remains that the MFI targets only the poor and leaving 
behind the poorest to have access to their services.  This may be attributed to institutional 
reasons fueled by an institutionist paradigm that asserts that an MFI should be able to cover 
its operating and financial costs with program revenues.  This assertion is defeated with the 
extended families system where by an MFI client tends to support all his or her relatives with 
whatever little are available.  
 
As a result, the efficacy of microfinance in reducing the poverty of those participating in MFI 
intervention is gradually ruined in the process and makes the participants vulnerable to 
poverty traps. Therefore, it is recommended that the MFI should also extend the loan and 
other products to the poorest. The financial services to be provided to the poorest should be 
designed with their (the poors’) needs and constraints in mind.  Navajas et al., (2000) and 
Hollis and Sweetman (2000), among others, as quoted by Brau and Woller confirm that 
financial self sufficiency for MFIs can also be achieved if both borrowers who are either 
slightly above or below the poverty line are having access to the loans and other MFI 
products and services.  
 
Furthermore, the diversified needs of the poor should be prioritized by the MFI in their 
products and services since poverty is dynamic, multidimensional and varies from one place 
to another. Achieving poverty reduction must be related to identifying the poor and their 
microfinance needs. If the MFIs seek only to encourage microenterprises to grow, they may 
act as a poverty prevention measure rather than a poverty reduction measure. 
 
Furthermore, given the institutionist paradigm which holds that women invest their loans in 
productive activities or in improving family welfare, that they are more likely to repay on 
time, and that they are more pliable, patient and cheaper to service than men, the study 
findings revealed that most of the MFI clients who participated in the survey were women.  
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However, there is a strong need for the MFIs to mainstream issues of gender in areas where 
men control access and use of resources for the MFI intervention to reduce poverty 
significantly. For instance, the research observed that significant portions of the women’s 
loans were controlled by male relatives. This tends to limit the women’s ability to develop 
meaningful control over their investment activities and in the process compromise the 
poverty reduction.  
 
The research also proposes that MFIs need to support their clients when they are faced with 
other life- and business-threatening shocks and disasters. Forced recovery of the loan from 
the MFI clients in times of shocks and natural disasters pushes back the poor to the poorest 
margin as it enhances distress sale of properties, withdrawing children from school, among 
others as coping strategies. The clients may be helped by having extension on their loan 
repayment period. The investigator further proposes the inclusion of the poorest in MFI 
interventions and the exclusion of men and group lending methodology as areas that need 
further research to determine the relationship with the sustainability of the MFIs. 
 
6.3 Conclusion  
 
This research has tried to explore and assess the microfinance efficacy on poverty reduction. 
It consolidated the various powerful poverty indicators which were used to distinguish the 
poverty levels between the MFI clients and non clients accordingly. The results unraveled 
microfinance efficacy on poverty reduction and proved that poverty is indeed being reduced 
among microfinance clients. MFI client households remained relatively better off than non 
clients in as far as poverty levels are concerned. For instance 50% of the MFI  client 
households afford to have three meals, the first one being breakfast in the morning, 
followed by lunch in the after noon, and then supper in the evening.  By contrast, only 7% of 
the non client households could afford three meals in a day, whilst the rest could only afford 
two meals a day, either breakfast and supper, or lunch and supper. The research further 
identified and documented consumption of specific foods (nsima or rice served with meat, 
chicken, eggs and beans) that signal the spending power of the households.  
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The findings revealed that only 20% of the MFI client households could afford such type of 
food for a minimum of two days in a week. The findings also showed that only 10% of the 
MFI client households were able to purchase in bulk and maintain stocks of staple food 
(maize).  
 
40% of the MFI clients had iron sheets roofing material as opposed to non client households 
only 21% of which had iron sheets as roofing material. 95% of the MFI client households also 
reported to own a pit toilet. By contrast only 71% of the non client households owned a pit 
toilet. 30% of the MFI client households had cement flooring and exterior wall with brick and 
cement, while only 7% of the non client households had these.  
  
The findings further proved that 83% of the MFI client households were in possession of 
adult sheep, goats, pigs, rabbits and poultry in contrast to only 50% of the non client 
households who participated in the survey.  
 
There were also differences on the size of landholdings. 25% of the MFI clients cultivated a 
maximum of two acres unlike the non client households whereby only 13% could cultivate 
such a landholding size.   
 
Transportation related assets also differentiated the MFI client and non client households. 
An average of 42% of the MFI client households reported to have possessed transport 
related assets in contrast to those from non client households whereby only 32% were in 
possession these.  
 
On the coping strategies employed in times of shocks and disasters the findings revealed 
that 86% and 80% of the non client household respondents opted for continuous piecework, 
“ganyu”, and withdrawing of children from school respectively, to cope up in times of shocks 
and disasters. However, no MFI client respondents opted for continuous piecework or 
“ganyu” as a coping mechanism.  
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Instead, 42% and 16% reported distress sale of livestock and withdrawing children from 
school as coping strategies. Surprisingly, the quality of housing remained a challenge for 
both MFI clients and non clients.  
Only 40% of the MFI clients were reported to have a good house/dwelling structure. 
Nevertheless, the research concludes that microfinance makes a meaningful contribution to 
poverty reduction, significant improvements in livelihood and enables the participants to 
escape poverty. The results support one side of the ideological debate that describes 
microfinance as the panacea to poverty reduction in the developing world. 
The research further confirms the literature review that MFI only targets those people who 
are not the poorest. However, the research affirms that the exclusion of the poorest is 
defeated where extended families system exits. For instance in an extended family 
environment, the MFI client will continue to support all his or her relatives with whatever 
little is available. As a result, the impact of the microfinance intervention per client 
household will be insignificant and in the process makes the MFI participants become 
vulnerable to other poverty traps. Therefore, it is recommended that the MFI should also 
extend the loan and other products to the poorest. The financial services to be provided to 
the poorest should be designed with their (the poor people’s) needs and constraints in mind 
and their diversified needs should be prioritized by the MFI. 
 
The research also identified the local indicators/perception of poverty reduction through 
intensive literature review and later customized according to the local perceptions. These 
indicators were jointly confirmed by the respondents and the investigator to powerfully 
reflect the different dimensions of poverty and proved to give credible information quickly 
and inexpensively. These include food, housing/dwelling, assets and coping strategies (in 
times of shocks and disaster) related indicators. It is therefore recommended that when the 
indicator-based method of assessment is used, there is a strong need of ensuring that the 
local perceptions should champion the indicators to be adopted and used for the exercise 
since poverty is dynamic, multidimensional and varies from one place to another.  
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Finally, the research has also proposed and recommended the following as strategies for 
MFIs intervention to deepen poverty reduction: 
a) MFIs should extend their loan and other products to borrowers who are the poorest 
and slightly below the poverty line in areas where extended family as opposed to 
core family systems exist. 
b) The financial services provided to the poorest should be designed with their (poor’s) 
needs and constraints in mind 
c) MFIs should ensure gender mainstreaming since most men control the access and 
use of resources and this compromises the poverty reduction among women 
beneficiaries 
d) MFI needs to support their clients when they are faced with other life and business 
threatening shocks and disasters.  
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Appendix 
 
Research Questionnaire: Assessment of Microfinance Efficacy on Poverty Reduction in 
Malawi With Reference To Dedza District. 
 
(Strictly  Confidential). 
 
RESEARCH SURVEY CONSENT 
 
Introduction to respondent 
 
My name is O’Brien Mandala, a Master student at Nelson Mandela Metropolitan University 
and I am performing a research on Assessment of Microfinance Efficacy on Poverty 
Reduction in Malawi With Reference To Dedza District to be submitted in partial fulfillment 
of the requirements for Masters Degree in Development Studies (coursework). I would like 
to ask you some questions on how you feel microfinance has reduced your poverty or about 
your livelihood which will be essential for my research. The information you provide will be 
kept confidential (will not be shared with other people) and will only be used for the stated 
purpose. Your participation in this survey is completely voluntary and you may refuse to 
participate or leave the study at any time. If you decide to not participate in the study it will 
not result in any penalty or loss of benefits to which you are otherwise entitled. I however 
encourage you to participate in the study and respond to each and every question I will ask 
you. 
 
 
Thank you. 
 
 
Do you agree to take part in this survey..? Yes  (b)  No 
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SECTION 1.0  HOUSEHOLD IDENTIFICATION 
 
This section is to be completed for each household visited. 
 
Date (mm/dd/yyyy):   Interviewer code:      Start time:                               
 
Group code:                           Group name:                            Household code:                      
 
Household chosen as (1) Client of MFI or (2) non client households of MFI   
 
Is house hold from replacement list?  (0)No (1) Yes.  Age of respondent: 
 
 
If the original household was not found or unwilling to answer or client status was wrongly 
classified 
 
Name of respondent:                                                    Name of household head:    Sex:                         
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SECTION 2.0 FAMILY STRUCTURES. 
Adult members of Household (aged 18 and above 
 
ID 
code 
Name Status 
of head 
of H/H 
(A) 
Relation 
to head  
of H/H  
 
(B) 
Max level 
of 
schooling 
 
(C) 
Can 
writ
e 
 
 
(D) 
Main 
occupat
ion 
current 
year 
 
(E) 
Amount of 
loan 
borrowed 
from study 
MFI 
Clothing/foot
wear expense 
for last 12 
months in 
local currency 
(F) 
1         
 
A.  (1) single; (2) married, with the spouse permanently present in the 
household; (3) married with the spouse migrant; (4) widow or widower; (5) divorced or 
separated; (6) living mostly away from home but contributing regularly to household. 
 
B. (1) Head of the household; (2) spouse; (3) son or daughter; (4) father or mother; (5) 
grandchild; (6) grandparents; (7) other relative; (8) other non relative. 
 
C.  (1) less than primary 6; (2) some primary; (3) completed primary 6; (4) attended 
technical school; (5) attended secondary; (6) completed secondary; (7) attended college or 
university. 
 
D.  No   Yes 
 
E. (1) self-employed in agriculture; (2) self-employed in nonfarm enterprise; (3) student; 
(4) casual worker; (5) salaried worker; (6) domestic worker; (7) unemployed, looking for a 
job; (8) unwilling to work or retired; (9) not able to work (handicapped).  
 
F.   In order to get an accurate recall the clothes and footwear expenses for each adult 
are preferably asked in the presence of the spouse of the head of the household. If the 
clothes were sewn at home, provide costs of all materials (thread, fabric, buttons and 
needles). 
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SECTION 3.0  FOOD RELATED INDICATORS.  
(Both the head of the household and his or her spouse should be present when answering 
for this section.) 
 
C1.  Did any special event occur in the last two days (for example, family event, guests 
invited)? (0) No (1) Yes 
 
C2.  If no, how many meals were served to the household members during the last 2 
days?  If yes, how many meals were served to the household members during the 2 days 
preceding the special event? 
 
C3.  Were there any special events in the last seven days (for example, family event, 
guests invited)? (0) No or (1) Yes. If “Yes,” the “last seven days” in C5 and C6 should refer to 
the week preceding the special event.) 
 
C4.  During the last seven days, for how many days were the following foods served in a 
main meal eaten by the household? 
Luxury food Number of days served 
Luxury food 1 Nsima and Beef/beans/eggs 
Luxury food 2 Rice and Beef/beans/eggs 
C5.  During the last seven days, for how many days did a main meal consist of an inferior 
food? 
C6.  During the last 30 days, for how many days did your household not have enough to 
eat? (0) No (1) Yes 
C7.  During the last 12 months, for how many months did your household have at least 
one day without enough to eat? (0) No (1) Yes 
C8. If your household earnings increase by 100% how much of that you would spend on 
Purchasing additional food? (Note: Does not include alcohol and tobacco.) 
C9.  How many bags of maize do you have currently in stock? How long can your 
household take to consume the stock? 
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 SECTION 4.0  DWELLING-RELATED INDICATORS 
 
(Information should be collected about the dwelling in which the family currently resides.) 
D1. What is the ownership status of dwelling? (1) Built on squatter land (2) Owned (3) Given 
by relative or other to use (4) provided by government (5) Rented 
 
D2. How many rooms does the dwelling have? (Include detached rooms in same compound 
if same household.) 
 
D3. What type of roofing material is used in main house? (1)  Plastic sheets, (2) Grass (3) Iron 
sheets (5) Brick tiles  
 
D4. What type of exterior walls does the dwelling have? (1)  Mud walls (2) Timber (5) Brick or 
stone with mud (6) Brick or stone with cement plaster 
 
D5. What type of flooring does the dwelling have? (1) Dirt (2) Cement (3) Cement with 
additional covering. 
 
D6. What is the observed structural condition of main dwelling? (1) Seriously dilapidated (2) 
Need for major repairs (3) Sound structure 
 
D7. What type of cooking fuel source primarily is used? (1) Collected wood (2) Purchased 
wood or sawdust (3) Charcoal (5) Dung /liter 
 
D8. What type of toilet facility is available? (1) Bush, field, or no facility (2) Shared pit toilet 
(3) Own pit toilet (4) Shared, ventilated, improved pit latrine (5) Own improved latrine 
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SECTION 5. OTHER ASSET-BASED INDICATORS 
 
E1.  Area of land owned: Agricultural _____________ Nonagricultural _____________ 
Value of land owned: Agricultural _____________ Nonagricultural _____________ 
 
E2.  Number and value of selected assets owned by household. (Ask household to identify 
any assets purchased with MFI loan and eliminate these from the table below.). For those 
without loan ask them what they own. 
 
Asset type and code Number owned Resale value at 
current market price 
Livestock   
1. Cattle   
2. Adult sheep, goats, and pigs   
3.Adult poultry and rabbits   
4. Donkeys   
Transportation related assets   
5. Ox Cart   
6. Motorcycles   
7. Bicycles   
8. Wheel bar   
Appliances and electronics   
9. Televisions set   
10. Radios   
11. Solar Panels electricity   
12. Mobile/cellphone   
Other Assets   
Hoe   
Panga knife   
Axe   
Sickle   
Treadle pump   
Chair table    
Sewing Machine   
Chair sofa   
Bed   
Mattress   
Hand sprayer   
Other (please specify)   
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SECTION 6. COPING STRATEGIES 
 
Same period last year, what were your main coping strategies in times of shocks and 
disasters 
 1 =Yes 2=No  
  Ranking according to importance 
Continuous piece work   
Withdrawing Children 
from School 
  
Distress sale of livestock   
Reducing number of 
meals/day  
  
Begging   
Winter farming   
Other (specify)   
At present, What are your main coping strategies in times of shocks and disasters? 
 
Do you have any questions, comments or suggestion? 
 
 
 
 
 
 
 
 
 
The End!!! 
 
Thank you for your participation in the study!!! 
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